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Air Quality Improvement.
Tax Credits. Initiative Statute.
Official Title and Summary Prepared by the Attorney General
AIR QUALITY IMPROVEMENT.
TAX CREDITS. INITIATIVE STATUTE .

..

• Authorizes State Air Resources Board and delegated air pollution control distric1;f3 to ,award $218 million in
state tax credits annually until January 2011, to encourage air-emissions reduction through acquisition,
conversion, and retrofitting of:
- vehicles, buses, and heavy-duty trucks;
- hearth products;
. - construction vehicles and equipment;
- lawn and garden equipment;
- ambient air pollution destruction technology;
- off-road, nonrecreational vehicles;
- port equipment;
- agricultural waste and rice straw conversion facilities;
and through research and development.
• Requires study of air quality market-based incentive program for prescribed burning projects.
• Establishes local transportation funds as trust funds.

Summary of Legislative Analyst's
Estimate of Net State and Local Government Fiscal Impact:
• Annual net state revenue loss due to new tax credits, averaging in the range of tens of millions to over a
hundred million dollars, from 1999 to beyond 2010. Increase in local sales tax revenues, potentially in the
millions of dollars annually through 2010-11.
• State costs of up to $4.7 million annually through 2010-11 to administer new tax credit program.
• Potential long-term savings to state and local governments, of an unknown amount, in health care
expenditures.
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Analysis by the Legislative Analyst
BACKGROUND

Air Quality Standards. Both the federal and state
governments set standards for acceptable levels of
various air pollutants in order to protect public health.
Currently, most areas of the state are failing to meet one
or more of these air quality standards. For example,
almost all of the state fails to meet the state standard for
ozone (a smog-forming pollutant) .. Mobile sources (such
as cars, buses, trucks, and motorized equipment)
contribute from 60 to 70 percent to smog-forming
pollution, with stationary sources (such as industrial
combustion, solvents, and pesticides) contributing the
balance.
Methods for Achieving Air Quality Standards. In
California, the state Air Resources Board (ARB) and local
air districts enforce regulations in order to meet air
quality standards. For example, the ARB. requires the
use of cleaner burning gasoline and diesel fuel in'
vehicles. Additionally, local air districts require
industries to install pollution control technology.
Incentive programs are also used to meet air quality
standards. These are voluntary programs that use
monetary or other incentives to encourage behavior that
results in a reduction in air pollution emissions.
Currently, the state offers some tax incentives (including
tax credits, tax deductions, and reduced tax rates)
designed to improve air quality. For example, the state
provides a tax credit for purchases of rice straw as an
alternative to outdoor burning of such straw. The state
also provides a reduced excise tax for the purchase of
certain alternative fuels.
Prescribed Burning of Forests and Wildlands. The
California Department of Forestry and Fire Protection
conducts prescribed (controlled) burns of forests and
wildlands. These burns are designed to improve forest
health and can reduce the generation of air pollution
resulting from wildfires.
Local Transpor.tation Funds. Current law
authorizes each county to establish a Local
Transportation Fund (LTF) for public transportation
purposes. Revenues to each county's LTF are derived
from one-quarter cent of the sales tax collected in that
county.
PROPOSAL

Tax Credit for Air Pollution Control
This
measure-the
California
Air
Quality
Improvement Act of 1998-provides tax credits to
individuals and corporations for certain expenditures
they make that reduce emissions of pollutants into the
air. For example, a trucking company. that modifies the
engines on its older, heavy-duty diesel trucks so that the
fuel burns more cleanly could be eligible for a tax credit
under the measure. A tax credit reduces the amount of
taxes paid to the state by an individual or corporation.
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Under the measure, a maximum totli1 of $218 million
in tax credits would be available for award each fiscal
year until January 1, 2011. This maximum amount may
be reduced under specified circumstances when there is a
drop in the state's General Fund revenues. Credits not
awarded in one year may be carried over and awarded in
a later year.
Projects Eligible for the Tax Credit. In gener;al,
projects eligible for a tax credit include:
• The purchase of new vehicles, engines, and
motorized equipment that emit less pollution into
the air than available alternatives.
• The retrofit of existing vehicles, engines, and
equipment that results in a reduction in pollution
emissio~.

• The conversion or use of agriculture waste or rice
straw as an alternative to outdoor burning of such
waste.
• The
research,
development,
or
business
development of technologies that have the potential
to reduce air pollution from sources specified in the
measure.
Figure 1 shows the maximum amount of tax credits
that may be awarded annually among various categories
of projects eligible for the tax credit.
~'IIII11~.

California Air Quality Improvement Act of 1998
Project Categories Eligible for Tax Credit
(In Millions)

·.·.··~:,tJ.r:t~1t,
Avait.t'~;.·

.

Cleaner heavy-duty vehicles and equipment
used in farming, construction, and' other
uses
Cleaner heavy-duty public fleet vehicles (such
as buses)
Alternatives to agriculture waste and rice straw
burning
Research and development of technologies to
reduce air pollution
Cleaner air conditioning equipment
Cleaner engines and equipment at ports
Cleaner locomotive engines and equipment
Cleaner hearth products
Cleaner landscaping and other equipment
Cleaner off-road, nonrecreational vehicles
Total

'.'

$ 59

•

55
23
20
15
15
10
10
8

3
$218
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Who May Be Awarded a Tax Credit. Tax credits
would be awarded on a competitive basis by the ARB (or,
when delegated, by local air districts). In order to be
awarded a tax credit, a taxpayer must apply to the ARB.
Individuals as well as businesses may apply for the
credit. A taxpayer may carry forward unused amounts of
the tax credits awarded in one year to offset tax liabilities
in future years, until the total credit amount is
exhausted.
The measure requires the ARB to rank projects,
according to their cost-effectiveness at reducing air
pollution, and award tax credits accordingly. A project is
not eligible for a tax credit if it would otherwise be
required by an air quality law or regulation in effect at
the time of the award of the tax credit.
For most categories of projects, eligible applicants for
the tax credit include manufacturers, suppliers,
installers, purchasers, and end users. However, a tax
credit for a single project can be awarded to only one
applicant and not multiple applicants.
How the Tax Credit is Calculated. In general, the
amount of a tax credit would be less than the full cost of a
project. It would generally b~ the difference between the
project's costs, including purchase and maintenance
costs, and the costs of a less clean air alt.rnative. The
ARB may award tax credits above this amount if it
considers the higher amount necessary to encourage the
purchase of cleaner vehicles and equipment or the
retrofit of existing vehicles and equipment in order to
reduce air pollution. A taxpayer may not claim a tax
credit under this measure for a project that receives
government grants, loans, or other tax credits for the
same costs. '

•

Other Provisions
In addition to setting up a tax credit program, the
measure includes the following provisions:
Prescribed
Burning
of
Forests
and
Wildlands. The measure requires that funds recovered
by the state from the private sector for fire suppression
costs be deposited in a special account in the General
Fund, to be used only for prescribed burning projects that
reduce air pollution caused by wildfires. The measure
requires the ARB to study the feasibility of an incentive
program for prescribed burning projects by January 1,
2001.
Local Transportation Funds. The measure
designates LTFs as trust funds and prohibits the funds
from being abolished. The measure further prohibits LTF
money from being diverted from specified transportation
purposes to other purposes.
FISCAL EFFECT

Impact on State General Fund Revenue. The tax
credit program under the measure would result in the
following two effects on General Fund revenues: .
• Decrease in Income Tax Revenues. The amount
of tax credits claimed would reduce personal income
and bank and corporation tax revenues by an
unknown amount, but potentially averaging in the
tens of millions of dollars to over a hundred million
dollars annually from 1999 to beyond 2010. The
actual revenue loss would vary from year to year,
depending on the total amount of tax credits that
30

are used to offset tax liabilities in anyone year.
Because unused tax credits could be carried forward
to offset future tax liabilities, the revenue loss could
exceed the maximum $218 million annual tax credit
allocation in some years, depending on the amount
of tax credits outstanding and the size of the
taxpayers' annual liabilities. The amount of annual
reduction in' tax revenues would be lessened
somewhat (possibly in the millions of dollars) to the
extent that there would be savings resulting from
taxpayers not claiming other tax credits for which
they are currently eligible.
• Increase in Sales and Use Tax Revenues. In
general, tangible goods purchased in California, or
outside the state for use inside California, are
subject to the state and local sales and use tax. To
the extent that the measure results in additional
purchases of vehicles, equipment, or retrofit devices
that would not have occurred otherwise, the state
would receive additional sales and use tax revenues.
The amount of the additional revenues is unknown,
but potentially could be several millions to tens of
millions of dollars annually.
The net revenue impact of these two effects is
unknown, and would depend on the amount oftax credits
claimed annually. It is likely that, on average, there
would be a net state revenue reduction in the tens of
millions to over a hundred million dollars annually.
Impact on Proposition 98 Funding for K-14
Education.
Under Proposition 98, the California
Constitution guarantees minimum funding for school
districts and community college districts, based in part
on the total amount of General Fund revenues. This
measure provides that any General Fund revenue loss
resulting from the tax credit would not affect the
Proposition 98 minimum funding guarantee. As a
consequence, any General Fund revenue loss resulting
from the tax credit program would be borne entirely by
those state-funded programs that are outside of the
minimum school funding guarantee.
State Costs to Implement Measure. The measure
appropriates $4,350,000 annually, from 1998-99 through
2010-11, from the General Fund to the ARB to
administer the tax credit program. Additionally, the state
would incur General Fund costs of between $150,000 and
$350,000 annually to audit and to provide various
reports on the tax credit program.
Prescribed Burning Projects. Funds recovered by
the state from the private sector for fire suppression
costs fluctuate but average in the hundreds of thousands
of dollars annually. The measure would redirect these
funds from the General Fund to a new special account to
be used for prescribed burning projects that reduce air
pollution caused by wildfires.
Impact on Local' Sales Tax Revenues. To the
extent that the measure results in additional purchases
of equipment (subject to the state and local sales and use
tax) that would not have otherwise occurred under
current law, local sales tax revenues would increase. The
amount of the increase is unknown, but would
potentially average in the millions of dollars annually
through 2010-11.
Potential Savings in Health Care Expenditures.
Air pollution has been linked to various health problems
G98

by the U.S. Environmental Protection Agency and
numerous scientific studies. The state and local
governments incur costs for providing (1) health care for
low-income persons and (2) health insurance coverage for
state and local government employees. Consequently,
changes in state law that affect the health of the general
populace-and low-income persons and public employees

in particular-would affect publicly funded health care
costs. To the extent that the measure results in improved
air quality-due to the ,purchase of cleaner vehicles and
equipment or retrofit of existing vehicles and equipment
to make them cleaner-it would probably reduce state
and local health care costs in the long term. The
magnitude of these savings is unknown.

For the text of Proposition 7 see page 97
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Air Quality Improvement.
Tax Credits. Initiative Statute.
Argument in Favor of Proposition 7
VOTE YES on Proposition 7, the AIR
QUALITY IMPROVEMENT Act.
Protect your health and the health of your family.
Proposition 7 will remove 50,000 tons per year of pollution and S90t
from the air.
"Proposition 7 will reduce air pollution, and protect the health of
children, the elderly, and people with asthma and lung disease, without
creating any new bureaucracy."
Mary Nichols, Former EPA Air Quality Chief, Clinton Administration
Bill Rosenberg, Former EPA Air Quality Chief, Bush Administration
Prop. 7 uses private sector incentives to achieve urgent public health
goals.
Prop. 7, the AIR QUALITY IMPROVEMENT Act, uses tax credits as
an incentive to reduce noxious emissions from two very serious sources
of pollution:
• DIRTY OLD TRUCKS AND BUSES. Proposition 7 will replace
dirty old diesel buses with natural gas, electric and other clean
buses. Old trucks will install pollution control equipment to clean
up the pollution, or the trucks will be replaced entirely.
• OPEN BURNING OF AGRICULTURAL WASTE. Proposition 7
offers tax credits for industrial plants that convert agricultural
waste to fuel or electricity, avoiding open burning.
Proposition 7 is fiscally responsible. Proposition 7 will
• cut taxes
• limit administrative costs to less than two percent
• require an annual independent audit
• not create new bureaucracy
• fund the most cost-effective technology first
"In the Central Valley, diesel exhaust and agricultural burning
pollute the air, and damage our health and our crops. Proposition 7
gives us the tools to clean up the problem.in a voluntary way, without
new regulation. Prop. 7 is good for agriculture and good for the Central
Valley."
Jim Crettol, President, Kern County Farm Bureau
"Riverside and San Bernardino Counties urgently need cleaner air.

Proposition 7 will go a long way in cleaning our air."
Dr. James Lents, College of Engineering, University of California at
Riverside
"Southern California has the worst air pollution in the United
States. Cleaning up old trucks and buses will be good for our health,
and improve visibility throughout the region."
Dr. William Burke, Chair, South Coast Air Quality Management
District
"Improve Bay Area air quality. Proposition 7 provides a variety of
clean air incentives that give businesses of all sizes greater flexibility in
voluntarily reducing emissions."
Sunne McPeak, President and CEO, Bay Area Council
"Rural areas of California are unfairly impacted by bad air from
cities and agricultural burning. With Proposition 7 our air will improve,
and no new taxes will be imposed."
Peter Van Zant, Nevada County Supervisor
"Proposition 7 is vital to California's Clean Air Plan. Clean air
ensures the quality oflife for everyone."
Janet Cobb, President, Planning. and Conservation League
"As an air quality scientist, I am convinced that Proposition 7 is well
designed, and includes the elements needed to clean our air."
Dr. Donald Aitken, Union of Concerned Scientists
"Poor air quality caused by polluting trucks and school buses
threatens children's health. Healthy children learn better."
Charlotte Brandt, R.N., California School Nurses Organization
Protect our health. YES on Proposition 7!
JOHN BALMES, M.D.
Co-Chair, Clean Air Advisory Group
American Lung Association of California
R. MICHAEL KUSSOW
President, California Air Pollution Control Officers
Association
KIT COSTELLO, R.N.
President, California Nurses Association

Rebuttal to Argument in Favor of Proposition 7
Read carefully: the statement above says almost nothing about the
actual provisions of Proposition 7.
What they don't tell you is:
The tax bre.aks will be given away FOR POLLUTION WHICH WILL
BE REQUIRED BYLAW TO BE CLEANED UP. (section 44475.9(b))
That's why many air pollution control experts believe that
Proposition 7 is a giveaway to polluting corporations for what they
should have to do anyway.
The proponents tell us that there is no regulation in this measure.
They're right. Proposition 7 gives taxpayers' money away, for years on
end, without requiring anything at all from the polluters!
"We're abandoning regulation of dangerous air pollution sources, in
exchange for a program with no assurances that it will work."
-Dr. Jane Hall, EPA Children's Health Protection Advisory Committee
and Professor, Cal State Fullerton.
There are far better ways to clean up diesel pollution. Responsible
environmentalists have a bi-partisan proposal which costs far, far less
and will accomplish more.
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Why should we commit billions of dollars, which will come from other
critical programs, including higher education and law enforcement, to a
vast boondoggle that will not work?
If you're still not convinced, then follow the money.
The sad fact is, the special interests who paid to put this on the
ballot are the ones who get the tax breaks. Proposition 7 is the type of
measure which unfortunately gives the people's initiative process a bad
name.
Reject the Corporate Welfare Act of 1998.
Vote NO on 7.
DAN TERRY
President, California Professional Firefighters
STATE SENATOR QUENTIN L. KOPP
ROLAND BOUCHER
Chairman, United Californians for Tax Reform

Arguments printed on this page are the opinions of the authors and have not been checked for a"curacy by any official agency.
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Air Quality Improvement.
Tax Credits. Initiative Statute.
Argument Against Proposition 7
Will a tax loophole scheme that gives hundreds of millions each year child protection. The measure requires that $218 million ($218,000,000)
to multinational corporations help stop air pollution?
per year be spent on these tax breaks every year through 2010,
Not likely.
WHETHER OR NOT THEY ACTUALLY WORK.
Does it make sense to guarantee tax breaks for 12 years for a specific
- relies on the information provided by the special interests
list of polluting interests, whether the programs work or not?
themselves! State environmental experts are required "to minimize
Hardly.
information", and instead will "rely on information from
Will taking billions of dollars away from environmental and other manufacturers, distributors, suppliers, and installers". (Section
programs through the year 2010 improve the quality of California's 44475.5(c)). That's one reason SCIENTISTS ARE OPPOSED to
environment?
Proposition 7. Why should tax breaks be given to polluters without
Noway.
accountability?
Will creating a new loophole in California's tax code for foreign
- provides guaranteed subsidies to unworkable programs. It
multinational corporations make the air more breathable?
guarantees over $170 million ($170,000,000) for waste-to-energy
Never.
projects, which are already heavily subsidized by electric utility
Should taxpayers pay up to 100% of the cost when special interests ratepayers.
It guarantees over $100 million ($100,000,000) for a
pollute the air?
product made by one foreign corporation which has not been proven to
NO!
work. It gives new tax breaks to logging vehicles and bulldozers-which
But that's what Proposition 7 will do, and worse. Proposition 7:
receive taxpayer subsidies for logging roads.
- puts an enormous new loophole into state tax law, to permit the already
Please
Proposition 7 (if you can get through many pages of fine
transfer of tax breaks from California subsidiaries to multinational print!). Youread
will find that it is full of SPECIAL INTEREST BENEFITS,
corporations who will receive a guaranteed market for their equipment has
NO ACCOUNTABILITY, CREATES NEW LOOPHOLES in the tax
in California. (Section 23630 g)
code, HARMS ENVIRONMENTAL AND OTHER PROGRAMS,
- commits billions of dollars over the next 11 years to a long list of INCLUDING
EDUCATION, and MAKES ORDINARY TAXPAYERS
specific special interests, whether they need it or not. (Section FOOT THE BILL
FOR POLLUTERS' COSTS.
44475.57) TAXPAYERS, NOT THE POLLUTERS, WILL PAY UP TO
Every
one
is
against
air pollution. But Proposition 7 is not the way to
100% OF THE COST OF POLLUTION CLEAN-UP. 100% tax breaks,
where the taxpayer foots the entire bill, are unheard of in tax stopIt it.
should be titled "The Corporate Welfare Act of 1998." Vote NO.
law-except when special interests write an initiative to benefit
DAN AGUIRRE
themselves. Proposition 7 is such a giveaway of taxpayer dollars that it
President, California Association of Professional
slyly contains a section stating that the tax credits "are not gifts of
Scientists
public funds"!
STATE SENATOR QUENTIN L. KOPP
- takes away billions from critical state needs, including
environmental and natural resource programs, the University of
LENNY GOLDBERG
Executive Director, California Tax Reform Association
California and California State Universities, law enforcement, and

.Rebuttal to Argument Against Proposition 7
The opponents are simply wrong.
• Proposition 7, the Air Quality Improvement Act, was created by
health and conservation groups like American Lung Association,
Planning and Conservation League, and Natural Resources Defense
Council, not multinational special interests.
• Only California taxpayers can receive Proposition 7 tax credits.
• Proposition 7 doesn't take a single cent away from any existing
California programs.
"Proposition 7 protects your health and the health of your family."
Cruz Bustamante, Former Speaker, California Assembly
Doug Costle, EPA Administrator, Carter Administration
William Reilly, EPA Administrator, Bush Administration
"Proposition 7 creates incentives for the reduction of air pollution by
the free choice of individuals. It is fiscally responsible and economically
sound."
Kenneth Arrow, Nobel Prize Winning Economist
The California Department of Finance says Proposition 7 will reduce
health care costs. Less money will be spent on asthma, lung cancer and
heart dij;ease caused by air pollution.
Responsible and prudent organizations endorse Proposition 7:
Californians Against Waste
California Council for Environmental and Economic Balance
G98

Latino Issues Forum
Bay Area and Sacramento Urban Leagues
"Air pollution is destroying forests in Southern California and the
Sierra Nevada. YES on Proposition 7."
National Wildlife Federation
"Seniors' health is threatened by poor air quality. We sometimes have
to stay indoors because of bad air, and so do our grandchildren! YES on
Proposition 7."
Congress of California Seniors
"Proposition 7 reflects sound science and would improve air quality."
Dr. Henry Kendall, Nobel Prize Winning Physicist
Proposition 7 is fiscally responsible and affordable. We can't afford
unhealthy air.
SENATOR MIKE THOMPSON
Chairman, California Joint Legislative Budget
Committee
HOWARDRIS
Executive Director, Union of Concerned Scientists
JOHN VAN DE KAMP
Former California Attorney General

Arguments printed on this page are the opinions of the authors and have not been checked for accuracy by any official agency.
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Text of Proposed Laws-Continued
98011. No amendment to the Gaming Compact as provided
for therein or under this chapter requires further approval by
the Legislature or the electorate.

98012. This chapter may be amended by a two-thirds vote of
the Legislature, but only to further the purposes of this Act.

Proposition 6: Text of Proposed Law
This initiative measure is submitted to the people in
accordance with the provisions of Article II, Section 8 of the
California Constitution.
This initiative measure adds sections to the Penal Code;
therefore, new provisions proposed to be added are printfd in
italic type to indicate that they are new.
PROPOSED LAW

PROHIBITION OF HORSE SLAUGHTER AND
SALE OF HORSEMEAT FOR HUMAN
CONSUMPTION ACT OF 1998
SECTION 1. TITLE
This act shall be known and may be cited as the Prohibition
of Horse Slaughter and Sale of Horsemeat for Human
Consumption Act of 1998.
SEC. 2. FINDINGS AND DECLARATIONS
The people of the State of California find and declare:
(a) The horse is part of California's heritage, having played a
major role in California's historical growth and development.
Horses contribute significantly to the enjoyment of generations
of recreation enthusiasts in California.
(b) Horses are not raised for food or fiber and are taxed
differently than food animals.
(c) Hundreds of thousands of California horses have been
slaughtered for food in order to provide a gourmet meat to
foreign markets.
(d) Horses can be stolen, or purchased without disclosure or
under false pretenses, to be slaughtered or shipped for
slaughter. These practices have contributed to crime and
consumer fraud.
SEC. 3. PURPOSE AND INTENT
The people of the State of California hereby declare their
purpose and intent in enacting this act to be as follows:
(a) To prohibit the sale of horse meat for food for human
consumption in the State of Califorriia.
(b) To prohibit the slaughter of California horses to be used
for food for human consumption.
(c) To recognize horses as an important part of California's

heritage that deserve protection from those who would
slaughter them for food for human consumption.
SEC. 4. Section 598c is added to the Penal Code, to read:
598c. (a) Notwithstanding any other provision of law, it is
unlawful for any person to possess, to import into or export from
the state, or to sell, buy, give away, hold, or accept any horse
with the intent of killing, or having a'nother kill, that horse, if
that person knows or should have known that any part of that
horse will be used for human consumption.
(b) For purposes of this section; "horse" means any equine,
including any horse, pony, burro, or mule.
(c) Violation of this section is a felony punishable .bY
imprisonment in the state prison for 16 months, or two or three
years.
(d) It is not the intent of this section to affect any commonly
accepted commercial, noncommercial, recreational, or sporting
activity that relates to horses.
(e) It is not the intent of this section to affect any existing law
that relates to horse taxation or zoning.
SEC. 5. Section 598d is added to the Penal Code, to read:
598d. (a) Notwithstanding any other provision of law,
horse meat may not be offered for sale for human consumption.
No restaurant, cafe, or other public eating place may offer
horse meat for human consumption.
(b) Violation of this section is a misdemeanor punishable by a
fine of not more than one thousand dollars ($1,000), or by
confinement in jail for not less than 30 days nor more than two
years, or by both that fine and confinement.
(c) A second or subsequent offense under this section is
punishable by imprisonment in the state prison for not less than
two years nor more than five years.
.
SEC. 6. SEVERABILITY
If any provision of this act, or the application thereof to any
person or circumstances, is held invalid or unconstitutional,
that invalidity or unconstitutionality shall not affect other
provisions or applications of this act that can be given effect
without the invalid or unconstitutional provision or application,
and to this end tlW provisions of this act are severable.

Proposition 7: Text of Proposed Law
This initiative measure is submitted to the people in
accordance with the provisions of Article II, Section 8 of the
California Constitution.
This initiative measure amends and adds sections to various
codes; therefore, existing provisions proposed to be deleted are
printed in strike6ut type and new provisions proposed to be
added are printed in italic type to indicate that they are new.
PROPOSED LAW

CALIFORNIA AIR QUALITY IMPROVEMENT ACT
SECTION 1. This act shall be known and may be cited as
the California Air Quality Improvement Act of 1998.
SEC. 2. Part 10 (commencing with Section 44475.1) is
added to Division 26 of the Health and Safety Code, to read:
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PART 10. CALIFORNIA AIR QUALITY
IMPROVEMENT PROGRAM
CHAPTER

1.

FINDINGS, DEFINITIONS, AND PURPOSES

44475.1. The people of the State of California hereby find
and declare all of the following, and state that to achieve and
implement these findings and declarations is the intent and
purpose of this measure:
(a) Air quality standards have been adopted to protect public
health and the quality of life in California. In the interest of
protecting every Californian's health and quality of life, it is
necessary that California public agencies improve air quality by
offering incentives for meeting mandated air quality standards
as expeditiously as possible.
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Text of Proposed Laws-Continued
(b) Californians are acting now, by enacting this part, to supersedes the definition of "air pollutant" in Section 39013.
encourage innovative programs that will help pay for the
(m) "Project" means a purchase, retrofit, repower, or
improvements necessary to improve California's air quality.
operational change to cause an emissions reduction.
(c) Using tax credits to pay for the incremental costs of
(n) "Repower" or "repowering" means replacing an engine
improved air pollution control technology that is not otherwise with a cleaner engine. The term generally refers to replacing an
required by law or regulation is a cost-effective way to improve older engine without pollution control with a new,
emissions-ce'rtified engine, although repowering may include
public health and environmental quality.
(d) California must substantially reduce air pollution from replacing an older emissions-certified engine with a newer
existing heavy-duty tru'cks and buses; construction, marine, and engine certifted to lower emissions standards.
(oJ "Retrofit" means making modifications to an existing
farming equipment; engines; locomotives; vessels; wildfires;
outdoor burning of agricultural waste and rice straw; wood engine, emission control system, exhaust system, heat exchanger,
smoke from inefficient stoves and fireplaces; an.d ambient or fuel system so that the retrofitted engine or equipment has
ground-level air pollution. Unless these existing sources of air significantly lower emissions than the original engine or
pollution are reduced, the air quality improvements equipment, or removes pollutants from the atmosphere.
(p) "State board" means the State Air Resources Board
accomplished through the gradually increased use of new
created
pursuant to Part 2 (commencing with Section 39500) of
cleaner vehicles and equipment will not be sufficient to clean up
this division.
California's air quickly enough to protect public health.
(q) "Toxic air contaminant" means toxic air contaminant as
(e) Public transportation improves air quality. It is
appropriate to protect and maintain funding for public defined in Section 39655.
(r) "Vessel" means every type of watercraft, as defined in
transportation.
subdivision
(a) of Section 9840 of the Vehicle Code, that is not
(/) Advanced technologies, like fuel cells, with great potential
for improving air quality and reducing energy consumption, , required to be registered pursuant to the Vehicle Code because
deserve public support in order to enter the market. Voluntary, that vessel has a valid marine document issued by the United
incentive-based programs are needed to introduce these States Bureau of Customs or any successor federal agency.
"Vessel" does not mean a vessel of the United States, of any other
technologies.
(g) Notwithstanding the enactment of this part, the existing state or political subdivision thereof, or of a municipality of
authority and duty of the State Air Resources Board and air ' another state. For the purpose of this part only, the definition in
quality districts continues to be to adopt technologically feasible this subdivision supersedes the definition of "marine vessel" in
and cost-effective control measures to reduce emissions from all Section 39037.1. The state board may expand this definition by
sources subject to the jurisdiction of the state board or the regulation to include categories of vessels that are subject to
districts, including sources described in this part, in order to registration pursuant to the Vehicle Code if the state board
achieve state and federal air quality standards as expeditiously determines that making the tax credit available would be a
as possible and to gain the air quality improvements so urgently cost-effective method of reducing emissions from those vessels.
CHAPTER 2. ADMINISTRATION OF THE PROGRAM
needed by all Californians.
44475.2. As used in this part, the following terms have the
44475.5. (a) The state board shall administer this part, and
shall adopt all necessary regulations to implement this part,
following meanings:
(a) "Agricultural waste" means any vegetative materials which creates a program for awarding tax credits and issuing
grown pursuant to agricultural practices that otherwise would certificates pursuant to Section 17052 or 23630 of the Revenue
be burned in an outdoor, unenclosed situation. "Agricultural and Taxation Code to provide incentives for reducing emissions.
waste" does not include waste from forests or waste from timber The state board shall adopt regulations for selecting projects
harvesting governed by the Z'berg-Nejedly Forest Practices Act pursuant to this part, consistent with the intent, purpose, and
of 1973 (Chapter 8 (commencing with Section 4511) of Part 2 of requirements of this part.
Division 4 of the Public Resources Code).
(b) The state board may delegate to any district, pursuant to
(b) "District" means a district as defined in Section 39025.
regulation or a memorandum of understanding, all or a $pecific
(c) "Emissions reduction" means the reduction or elimination parlof its authority to award tax credits pursuant to Sections
of emissions as compared to a baseline emissions rate, and the 44475.23, 44475.25, 44475.26, 44475.28, 44475.29, 44475.30,
reduction, elimination, or removal of pollutants from the and 44475.33. Any district that is delegated this authority shall
comply with this part and the state board's regulations to ensure
atmosphere.
(d) "Emissions" means emissions of pollutants into the air.
that the district awards tax credits consistently with the
(e) "Engine" means an engine or a motor.
requirements of this part and applicable provisions of the
(/) "Entitlement" means a contract, franchise, license, permit, Revenue and Taxation Code. All tax credit certificates shall be
or other authorization granted by a local public agency to a issued solely by the state board. The state board shall assure
person providing an essential public service.
that districts comply with the limits on tax credits that may be
(g) "Heat exchanger" means equipment that transfers heat awarded pursuant to Section 44475.57 and with the other
and provides cooling, including an air conditioner unit, provisions of this part. The state board may rescind its
radiator, refrigeration unit, or similar air cooling device.
delegation on finding that a district has not met any of the
(h) "Light rail" means an urban rail transit system that is requirements of this part.
powered from overhead catenary wires.
(c) The state board may authorize districts to assist in
(i) "Local public agency" means a city, county, or city and implementing this part, including, but not limited to,
county; a public transit or transportation district or other conducting local inspections, monitoring, and promoting the tax
transportation agency; a school district; or any other credit program.
special-purpose district other than a district as defined in
(d) Consistent with the allocation of tax credits in Section
subdivision (b).
44475.57, the state board may, in its regulations, establish
(j) "N0x" means oxides of nitrogen regulated under state or priorities and criteria for the reduction of emissions based on the
federal law.
specific air quality attainment needs of each district.
(e) Any regulation required by this part shall be initially
(k) "Person" means a person as defined in Section 19.
(l) "Pollutant" means any substance for which the state board adopted no later than June 1,1999, and may be amended by the
or the United States Environmental Protection Agency has state board from time to time thereafter.
adopted an ambient air quality standard, or a precursor to a
(f) Notwithstanding any other provision of law, the state
substance for which an ambient air quality standard has been board, when adopting initial regulations pursuant to this part
adopted. For the purposes of this part only, this definition that are subject to the deadline speCified in subdivision (e), may,
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after at least one public hearing, adopt the regulations without
(d) Notwithstanding any other provision of law, any tax
review by the Office of Administrative Law if the state board credit awarded pursuant to this part may be used by any
makes a finding that the deadlines created by this part member of the taxpayer's unitary group.
44475.8. The state board shall require a manufacturer,
necessitate the adoption of the regulations within exceptionally
short time periods during which review by the Office of installer, authorized dealer of the manufacturer, or distributor of
Administrative Law would be impracticable and would prevent vehicles or equipment eligible for a tax credit pursuant to this
the timely implementation of this part in accord with the part to provide a reasonable warranty for the vehicles or
expectations of the voters and taxpayers that the tax credits equipment, if a warranty is reasonably necessary to protect the
authorized by this part will be available in the 1998-99 fiscal consumers or users of the vehicles or equipment.
44475.9. (a) No project is eligible under this part if it is
year.
(g) Except as provided in subdivision (fJ, any other regulation required pursuant to the Federal Energy Policy Act of 1992, or
or order of repeal adopted pursuant to this part shall be by any local, state, or federal air quality statute, rule, or
otherwise subject to review by the Office of Administrative Law regulation in effect on the date the tax credit is to be awarded.
pursuant to Chapter 3.5 (commencing with Section 11340) of
(b) Notwithstanding subdivision (a), the state board may
award a tax credit for an otherwise qualified application even if
Part 1 of Division 3 of Title 2 of the Government Code.
(h) The state board may use existing regulations to implement the State Implementation Plan assumes that the project will
this part to the extent that they meet the requirements of this occur, so long as the project is not required by a statute or
regulation in effect on the date thetax credit is to be awarded.
part.
44475.6. (a) The state board shall develop simple,
(c) Emissions reductions resulting from a project awarded a
standardized application packages for tax credits authorized by tax credit pursuant to this part may not be used under any local,
this part. The application packages shall include an application state, or federal emissions averaging or trading program to
form, a brief description of the program, project eligibility offset or reduce any emissions reduction obligation ofany person
criteria, the dollar value of tax credits available, descriptions of effective at the time the tax credit was awarded. Emissions
the selection criteria and evaluation process, specification of the reductions resulting from a project awarded a tax credit
documentation required, and a sample of the contract that pursuant to this part may not be banked under any local, state,
applicants will be required to execute before being awarded a tax or federal emissions banking program.
(d) Tax credits may not be awarded pursuant to this part for
credit. The state board shall establish procedures to simplify
and make understandable the application process for those projeqts that are recipients of grants, loans, or other tax credits
seeking tax credits. The application package shall also explain for the same costs paid for through any other government
how to obtain additional information about the program from programs. However, in order to provide adequate incentives for
projects, the state board may authorize the awarding of tax
the state board.
(b) Each applicant shall describe its project in sufficient credits in combination with other government assistance
detail, and submit any necessary information and supporting programs if it determines that the recipient is a public agency
documentation not already in the possession of, or otherwise and that the financial assistance was for a purpose other than
readily available to, the state board, for the state board properly emissions reduction, or if it determines that the dollar value of
to calculate theemissions reductions expected from the project the tax credit that otherwise would be awarded pursuant to this
and to evaluate the project using applicable project selection part can be reduced in proportion to the dollar value of the
criteria. The applicant shall specify the dollar value of the tax financial assistance provided by the other government program.
credit needed for the applicant to undertake the project. An This subdivision does not prohibit the awarding of tax credits
applicant may voluntarily provide any additional information for the operation or improvement of existing structures,
about the emissions reduction potential of the project.
facilities, vehicles, or equipment whose construction or purchase
(c) The state board shall minimize the amount of information was undertaken with government financial assistance.
(e) Because other regulatory requirements apply to conversion
required to be submitted, and the amount of information
required shall be related to the size, complexity, and uniqueness facilities that utilize agricultural waste and rice straw, and are
of the project. To minimize information required from an effective substitute for the requirements of subdivisions (a)
applicants, the state board may rely on information from and (c), subdivisions (a) and (c) do not apply to projects for the
_manufacturers, distributors, suppliers, and installers; test data; utilization of agricultural waste or rice straw that meet the
requirements of Section 44475.30 or 44475.33.
and reasonable estimates of average emissions reductions.
(d) The first application packages shall be finalized
44475.10. (a) The state board shall develop standard-form
and available for distribution by the state board not later than long-term contracts for awarding tax credits for agricultural
waste or rice straw conversion facilities that meet the
June 1, 1999.
(e) For -categories of projects with substantially uniform requirements of Section 44475.30 or 44475.33 and for other
emission and cost characteristics and large numbers of potential categories of projects that the state board determines should be
applicants, the state board shall establish standardized awarded tax credits pursuant to a long-term contract. If the
applications that simplify filing by those applicants.
facility or project is awarded a tax credit, the state board shall
44475.7. (a) Unless otherwise specified in this part, a enter into a long-term contract with the applicant for the tax
manufacturer, distributor, supplier, installer, purchaser, or end credit for the facility or project to assure stability for a term
-, user may apply for the tax credit authorized by this part. The sufficient to encourqge long-term presence in the market. The
state board may by regulation further define and clarify term of the long-term contract for agricultural waste or rice
straw conversion facilities shall be for up to 10 years. The
categories of eligible applicants.
(b) A tax credit for a single project may be awarded once and long-term contract shall specify the conditions applicable to the
only to a single applicant, even though the project may have award of the tax credit and shall obligate the recipient of the tax
involved the participation of several potential applicants in the credit to take the actions described in the application.
(b) The state board shall develop a simple contract for the
course of manufacturing, distributing, supplying, installing,
and using the project. For each project for which a tax credit is award of tax credits for categories of projects for which a
awarded pursuant to this part, the state board shall specify in long-term contract is not necessary. The contract shall specify
the certificate the California taxpayer awarded the tax credit.
the conditions applicable to the award of the tax credit and shall
(c) Notwithstanding subdivision (b), a conversion facility obligate the recipient of the tax credit to take the actions
utilizing agricultural waste or rice straw shall be the only entity described in the application.
(c) Once a tax credit certificate is issued, it may not be
that may apply for a tax credit pursuant to Section 44475.30 or
44475.33, as the case may be.
disallowed or revoked for the sole reason that the change in
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equipment, vehicles, or operations for which the tax credit had
been awarded, is later required by statute or regulation.
44475.11. (a) This part does not require any person or local
public agency to use the tax credit program established by this
part. Any participation in the tax credit program shall be
voluntary.
(b) The state board shall institute an outreach program to
inform potential participants, technology suppliers and vendors,
engine and equipment dealers and distributors, vehicle fleet
operators, industry organizations and publications, local public
agencies, rail and port organizations, and the public of the
availability of tax credits pursuant to this part and of the
requirements and objectives of the program. The state board
shall vigorously recruit potential applicants and publish
examples of successful projects.
44475.12: No later than June 1, 1999, and prior to the
award of any tax credits pursuant to this part, the state board
shall adopt regulations establishing procedures to ,!"onitor
whether the emissions reductions for which tax cred~ts were
awarded are actually being achieved. Monitoring procedures
may include a requirement, as part of the contract between the
state board and the tax credit recipient, that the manufacturer,
distributor, or installer of the relevant vehicle or equipment, .or
the recipient of the tax credit provide the state board w~th
information about the project on an annual basis. The costs of
monitoring may be included in the amount of the tax credit.
Information required from tax credit recipients shall be
minimized and the format for reporting the information shall be
made simple and convenient. Monitoring requirements included
in a contract signed pursuant to the award of a tax credit may
be changed only pursuant to an amendment to the contract that
is agreed to by the state board and the person awarded the tax
credit. The state board may revise the program monitoring
procedures as appropriate to enhance program effectiveness and
the enforcement of this section.
44475.13. The tax credits awarded pursuant to this part are
not gifts of public funds to private parties, but, rather, are
awarded in consideration of emissions reductions and benefits
to public health and the environment that otherwise would not
be realized in a timely manner, without regard to whether the
ownership of the vehicles, engines, or equipment is public or .
private.
. 44475.14. Notwithstanding any other provision of law, the
sum of four million three hundred fifty thousand dollars
($4,350,000) is hereby appropriated from the General Fund to
the state board in each fiscal year, commencing with the
1998-99 fiscal year and concluding with the 2010-11 fiscal year,
for the administration of this part, including allocations of
funds to any district delegated responsibility under this part
and allocations for the purposes of Section 42314.6. The
program responsibility conferred by this part on the state board
is entirely new and in addition to the existing responsibilities of
the state board and the districts and may not be financed,
wholly or partly, by the reduction or reallocation of funds
appropriated to support those existing responsibilities.
CHAPTER 3. PRaJECT ELIGIBILITY CRITERIA
44475.15. (a) The state board shall establish a standard of
cost-effectiveness for each category of praject included in this
chapter, expressed in dollars per ton of emissions reduced or
pollutants removed from Califarnia's atmosphere, calculated
pursuant to this section.
.
(b) The state board shall establish by regulation reasonable
methodologies for evaluating project cost-effectiveness, taking
into account the degree to which the emissions reductions can be
quantified with certainty, the durability and reliability of
emissions reductions, timeliness and availability af projects, a
fair and reasonable discount rate or time value of public funds,
and other factors necessary to achieve the intent and purpases af
this part. Where applicable, these methodalagies shall be
consistent with cost-effectiveness methodologies already
published or used by the state board. For projects in the same
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category that provide reductions of mare than one pollutant or
that reduce different pollutants, the state board shall establish
methodologies for evaluating the total cost-effectiveness of the
projects based on the relative public health and environmental
importance of reducing each pollutant. The state board shall
assess the emissions of toxic air contaminants from each project.
Between projects that have similar cost-effectiveness in
emissions reduction, the state baard shall give preference to
projects with greater reductians in emissions of taxic air
cantaminants.
.
(c) Subdivisions (a) and (b) do not apply to research and
development prajects as described in Sectian 44475.27, pilot and
demonstratian projects for which tax credits are authorized
pursuant to. subdivisian (b) of Section 44475.57, or agricultural
waste and rice straw utilization projects as described in Sections
44475.30 and 44475.33.
(d) Cost-effectiveness calculations shall be made by the state
board as part of the evaluation of each application and may not
be required as a part of the application for a tax credit. However,
an applicant may voluntarily submit cost-effectiveness
information. The cost-effectiveness calculations shall be based
on the dollar value of the tax credits requested by the applicant,
and the state board and the applicant may not recalculate or
relJise the dollar value of tax credits from the amount requested
in the application.
(e) The state board shall establish by regulation reasonable
methodologies for evaluating project cost-effectiveness for
projects eligible for a tax credit pursuant to Section 44475.30 or
44475.33, which shall be measured by the decrease in the
number of tons of material diverted from agricultural waste or
rice straw burning per dollar of tax credit, taking into account
the degree to which the emissions reductions can be quantified
with certainty, the durability and reliability of emission
reductions, timeliness and availability ofprojects, a fair and
reasonable discount rate or time value of public funds, and other
factors necessary to achieve the intent and purposes of this part.
Where applicable, these methodologies shall be consistent with
cost-effectiveness methodologies already published or used by
the state board. The state board shall give preference to projects
that have the greatest decrease in number of tons of material
from agricultural waste or rice straw burning per dollar of tax
credit accepted by the agricultural waste or rice straw
conversion facility receiving the tax credit and that maximize
the reduction of outdoor, unenclosed burning of agricultural
waste or rice straw. The state board shall take into account the
incentives needed to transport the waste from farms to the
facility.
(f) For categories of projects with substantially uniform
emission and cost characteristics and large numbers of potential
applicants, the state board shall establish standardized tax
credit allocations based on estimates of average
cost-effectiveness for all or a portion of the projects within a
category that meet criteria specified by the state board. The
standardized tax credit allocations shall meet the requirements
of subdivision (b) and be designed to maximize the reduction in
emissions from each category of projects consistent with the
amount of tax credits allocated pursuant to Section 44475.57.
Standardized tax credit allocations may not be established for
research and development projects, as described in Section
44475.27, or for pilot and demonstration projects, as described
in subdivision (b) of Section 44475.57..
(g) In calculating cost-effectiveness pursuant to this section,
the state board may use reasonable estimates of emissions
reductions in the absence of in-use or test data. In determining
baseline emissions levels for vehicles or equipment, the state
board shall use actual in-use emissions data whenever possible,
but may use reasonable estimates of in-use emissions, or
certification levels if sufficient in-use emissions data are not
available. The state board shall accept and consider public
comments in developing acceptable estimating methods for the
purposes of this subdivision.
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(h) Draft regulations implementing this section shall be fleet vehicles to substantially reduce emissions of pollutants
from those vehicles as specified in paragraph (2).
issued no later than February 1, 1999.
.44475.16. Commencing with the 1999-2000 biennium and
(2) The state board shall establish the standard for
no less frequently than every two years thereafter, the state board cost-effectiveness determined pursuant to Section 44475.15, to
shall review (technical data for stationary and portable expedite pursuant to this section the cleanest feasible retrofit or
equipment, engine, vehicle, and other technologies that are repower of vehicles. The vehicles shall be able to meet normal
eligible for the award of tax credits to determine whether the safety and other requirements and practices for the intended use
criteria for projects eligible to be awarded tax credits should be of the vehicles. Until June 30, 2004, each application for a tax
revised to adjust the required amount of reduction in emissions credit shall document to the satisfaction of the state board an
compared with baseline equipment, engines, or vehicles certified NOx emissions reduction of at least 40 percent and no increase
as meeting prevailing emissions standards. After completing its in particulate emissions beyond a negligible amount, or a
review of available emission reduction technologies and their particulate emissions reduction of at least 20 percent and a
costs, the state board may revise the standard for decrease in NO x emissions of at least 20 percent. On and after
cost-effectiveness by amending the regulations adopted pursuant July 1, 2004, each application shall document to the satisfaction
t'o Section 44475.15 to improve the ability of the tax credits to of the state board an NO x emissions reduction of at least 50
serve as an incentive for the use of those technologies. A change percent and no increase in particulate emissions beyond a
in the standard of cost-effectiveness made pursuant to this negligible amount, or a particulate emissions reduction of at
section may not require a change in, or affect the validity of, any least 50 percent and no increase in NO x emissions beyond a
contract already entered into by the state board or a district.
negligible amount, or a combined reduction in NO x and
44475.17. The dollar value of a tax credit awarded pursuant particulate emissions of at least 60 percent.
to this part may be prorated by the state board to reflect an
(3) The state board shall award the tax credit to either the
estimate of the amount of time the vehicle or equipment is person retrofitting or repowering the vehicles for the local public
actually operated in California, relative to its total estimated agency, or the person retrofitting or repowering the vehicles for
operating time. The state board may require owners or operators the person that has the contract or other entitlement from the
of vehicles or equipment awarded tax credits pursuant to this local public agency, or the person that has the contract or. other
part to certify to the state board their compliance with this entitlement from the local public agency.
section, using fuel purchase receipts or other documentation
(c) In awarding pilot and technology demonstration tax
required by the state board.
credits pursuant to this section and subdivision (b) of Section
44475.20. (a) (1) To expedite the acquisition of cleaner buses 44475.57, the state board shall give preference to projects that
and other heavy-duty fleet vehicles with cleaner engines that are develop technologies that deliver substantial reductions in
owned by or used pursuant to a contract or other entitlement emissions of multiple pollutants and that offer the greatest
entered into with or granted by a local public agency, the local likelihood of commercial viability.
public agency or person providing an essential public service
44475.21. (a) (1) Notwithstanding subdivision (a) of
pursuant to the contract or other entitlement may apply to the Section 44475.11, to expedite the acquisition of cleaner state
state board for the award of a tax credit for the purchase or lease agency heavy-duty fleet vehicles, all state agencies authorized to
of buses or other heavy-duty fleet vehicles that emit substantially . purchase or lease heavy-duty fleet vehicles shall apply to the
less pollutants than those vehicles whose emissions equal those state board for tax credits, on behalf of vendors and lessors, for
allowable under current emissions standards as specified in the purchase or lease of state vehicles that emit substantially
paragraph (2). Up to 10 percent of the tax credits authorized for less pollutants than those vehicles in the existing operating fleet
allocation pursuant to this section may be used to purchase or of comparable vehicles whose emissions equal those allowable
lease light rail vehicles. Tax credits may not be awarded for under current emissions standards that apply to those vehicles.
projects to acquire rights-of-way, install track, provide power
(2) The state board shall establish the standard for
systems, or acquire or construct any other infrastructure to cost-effectiveness determined pursuant to Section 44475.15, to
support light rail transit.
expedite pursuant to this section the purchase or lease of the
(2) The state board shall establish the standard for cleanest vehicles that are feasible. The vehicles shall be able to
cost-effectiveness, determined pursuant to Section 44475.15, to meet normal safety and other requirements and practices for the
expedite the purchase or lease pursuant to this section of the intended use of the vehicles. To be eligible, each application for a
cleanest vehicles that are feasible. The vehiCles shall be able to tax credit shall document to the satisfaction of the state board
meet normal safety and other requirements and practices for the an NO x emissions reduction of at least 50 percent and no
intended use of the vehicles. To be eligible, each application for a increase in particulate emissions beyond a negligible amount, or
tax credit shall document to the satisfaction of the state board a particulate emissions reduction of at least 50 percent and no
an NO x emissions reduction of at least 50 percent and no increase in NO x emissions beyond a negligible amount, or a
increase in particulate emissions beyond a negligible amount, or combined reduction in NO x and particulate emissions of at least
a particulate emissions reduction of at least 50 percent and no 60 percent.
increase in NO x emissions beyond a negligible amount, or a
(3) The state board shall award the tax credits to the persons
combined reduction in NO x and particulate emissions of at least selling or leasing the vehicles to the state agencies.
60 percent.
(b) (1) Notwithstanding subdivision (a) of Section 44475.11,
(3) The state board shall award the tax credit to either the to expedite the retrofit and repower of heavy-duty fleet vehicles
person selling or leasing the vehicles to the local public agency, operated by state agencies, state agencies shall apply to the state
the person selling the vehicles to the person that has the contract board for tax credits, on behalf of persons retrofitting or
or other entitlement from the local public agency, or the person repowering state vehicles, to substantially reduce emissions of
that has the contract or other entitlement from the local publip pollutants from those vehicles as specified in paragraph (2).
agency.
(2) The state board shall establish the standard for
(b) (1) 1b expedite the retrofit and repower of buses and other cost-effectiveness determined pursuant to' Section 44475.15, to
heavy-duty fleet vehicles owned by or used pursuant to a expedite pursuant to this section the cleanest feasible retrofit or
contract or other entitlement entered into with or granted by a repower of vehicles. The vehicles shall be able to meet normal
local public agency, the local public agency or person providing safety and other requirements and practices for the intended use
an essential public service pursuant to the contract or other of the vehicles. Until June 30, 2004, each application for a tax
entitlement may apply to the state board for the award of a tax credit shall document to the satisfaction of the state board an
credit for the retrofit or repower of buses or other heavy-duty NO x emissions reduction of at least 40 percent and no increase
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in particulate emissions beyond a negligible amount, or a
particulate emissions reduction of at least 20 percent and a
decrease in NO x emissions of at least 20 percent. On and after
July 1, 2004, each application shall document to the satisfaction
of the state board an NO x emissions reduction of at least 50
percent and no increase in particulate emissions beyond a
negligible amount, or a particulate emissions reduction of at
least 50 percent and no increase in NO x emissions beyond a
negligible amount, or a combined reduction in NO x and
particulate emissions of at least 60 percent.
(3) The state board shall award the tax credits to the persons
retrofitting or repowering the vehicles for state agencies.
44475.22. (a) The state board shall award tax credits to
expedite the retrofit or repower of the vehicles and equipment
described in subdivision (b).
(b) The following vehicles and equipment are eligible for a tax
credit pursuant to this section:
(1) Motorized implements of husbandry, as defined in
Division 16 (commencing with Section 36000) of the Vehicle
Code, farm labor vehicles, and other motor vehicles, motorized
equipment, and engines used in agricultural operations and not
operated on highways.
(2) Buses that are not eligible for a tax credit pursuant to
Section 44475.20 or 44475.2l.
(3) Heavy-duty trucks with engines that have been certified
under the heavy-duty engine standards of the state board or the
United States Environmental Protection Agency.
(4) Motor vehicles, motorized equipment, and engines used in
graaing, excavation, and construction and not operated on
highways.
(c) If certification of the retrofit kit or repower qualifications
for a replacement engine is required by other provisions of law,
the retrofit kit or repower qualifications shall be certified for
sale and operation in California. The state board shall act on a
certification application for a .new retrofit kit or repower
qualifications within one year after application by the
manufacturer if at all feasible. Any certification otherwise
required shall include certification for durability, which may be
estimated based on reasonable criteria established by the state
board.
(d) The reductions in emissions in each vehicle shall be as
specified in this subdivision. Until June 30, 2004, each
application for a tax credit shall document to the satisfaction of
the state board an NO x emissions reduction of at least 40 percent
and no increase in particulate emissions beyond a negligible
amount, or a particulate emissions reduction of at least 20
percent and a decrease in NO x emissions of at least 20 percent.
On and after July 1, 2004, each application for a tax credit shall
document to the satisfaction of the state board an NO x emissions
reduction of at least 50 percent and no increase in particulate
emissions beyond a negligible amount, or a particulate
emissions reduction of at least 50 percent and no increase in
NO x emissions beyond a negligible amount, or a combined
reduction in NO x and particulate emissions of at least 60
percent.
44475.23. (a) To encourage conversion, retrofit, and repower
of existing equipment at and near California ports that reduce
emissions, the state board shall award tax credits for installing
new, and retrofitting or repowering existing, engines and
motorized equipment, or, pursuant to subdivision (b), changing
operations· of existing motorized equipment or vessels within a
port.
(b) To the extent that operational changes in the speed or
method of arriving at or departing from a port can be
demonstrated to reduce emissions in a verifiable way, the state
board may by regulation make those operational changes
eligible for a tax credit pursuant to this section. For operational
changes, tax credits shall be awarded for a period of up to one
year to the operator of the vessel on the basis of the
cost-effectiveness of the operational change as determined
pursuant to Sections 44475.15 and 44475.55.
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44475.24. (a) To encourage the purchase of new, or the
retrofit or repower of existing, locomotive engines and related
equipment and to encourage operational changes that reduce
emissions, the state board shall award tax credits based on the
reduction of emissions resulting from the operational changes or
the use of new, retrofit, or repowered locomotives or related
equipment in California.
(b) The tax credit shall be awarded for the purchase of new,
retrofit, or repowered locomotive engines and related equipment
that are cleaner than comparable engines and equipment that
meet existing federal standards.
(c) For operational changes in the use of existing locomotive
engines and equipment, tax credits shall be awarded for a
period of up to one year to the operator on the basis of
cost-effectiveness of the operational change, as determined
pursuant to Sections 44475.15 and 44475.55, and the
operational changes shall be demonstrated to the satisfaction of
the state board to reduce emissions in a verifiable way.
44475.25. (a) The purpose of this section is to reduce smoke
and other visible emissions, particulates, and other emissions
from hearth products, and to conserve energy.
(b) To expedite upgrading to clean burning and efficient
hearth products and the retrofit of existing wood-fueled
fireplaces and stoves, as described in subdivision (d), the state
board shall award tax credits for the purchase of.natural gas or
propane-fueled hearth products; pellet-fueled hearth products;
extremely clean, wood-fueled fireplace inserts, stoves, and
built-in fireplaces; and extremely clean oil-fueled hearth
products.
(c) A hearth product described in subdivision (d), when taken
out of service and replaced by a hearth product described in
subdivision (e), is eligible for a tax credit pursuant to this
section.
(d) To qualify for the tax credit, .the existing hearth product
shall be taken out of service and traded in, and shall meet the,
following requirements:
.
(1) It is either a free-standing stove or fireplace insert ora
"wood heater," as defined by the United States Environmental
Protection Agency pursuant to the New Source Performance
Standards for Residential Wood Heaters (40 C.F.R. Part 60,
Subpart AAA), that is designed for the burning of cordwood or
coal and was manufactured prior to 1988.
(2) It is still in usable condition.
(3) It will be disposed of to a metal recycler by the retailer
offering the trade-in.
(e) To qualify for the tax credit, the new hearth product shall
be one of the following types:
(1) An extremely clean wood-fueled stove, fireplace insert, or
built-in fireplace that is certified by the United States
Environmental Protection Agency.
(2) An extremely clean wood-fueled fireplace that meets the
emissions standards established by the United States
Environmental Protection Agency.
(3) A prefabricated wood-fueled fireplace that is a
"nonaffected facility", as defined by the Environmental
Protection Agency pursuant to 40 C.F.R. Part 60, Subpart AAA,
and which demonstrates emissions at and below those approved
by the Environmental Protection Agency.
(4) Any stove, fireplace, or built-in hearth product that is
pellet-fueled.
(5) Any natural gas or propane-fueled stove, fireplace insert,
or built-in fireplace with glass fronts for viewing the fire
certified by the California Energy Commission as meeting one or
more of the following test standards:
(A) Vented or direct vent gas room heater.
(B) Vented or direct vent gas wall furnace-gravity.
(C) Vented or direct vent gas wall heater-fan type.
(6) Any extremely clean oil-fueled hearth product that meets
the federal efficiency standard for oil-fueled room heaters and
provides a view of the fire.
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(f) Hearth products described in paragraphs (1), (2), and (3)
of subdivision (e) shall have at least a 10-year warranty for the'
combustion chamber and components affecting combustion
emissions. At the discretion of the manufacturer, the warranty
need not include paint, door gasket, glass window, and blower;
abuse or misuse; or damage resulting from the use of
inappropriate fuels, as determined by the manufacturer. If the
product includes a catalytic converter, the warranty is not
required to cover the catalytic converter, but the consumer of the
product shall be given a spare catalytic converter at the time of
sale.
(g) The state board shall give first priority to providing tax
credits to accomplish the purposes of subdivision (c). If there is
insufficient demand for tax credits pursuant to subdivision (c)
in any fiscal year, the state board shall allocate the remaining
tax credits from that fiscal year to the following two programs in
the subsequent fiscal year:
(1) The conversion to, or replacement of existing wood-fueled
fireplaces with, products listed in subdivision (e). Conversion of
fireplaces by use of a wood, pellet, natural gas or propane, or
oil-fueled insert shall include permanent conversion with an
appropriate flue liner system listed by a nationally accredited
third party recognized independent testing laboratory. The flue
liner system shall connect from the hearth product to chimney
termination.
(2) The installation of wood, pellet, natural gas or propane, or
oil-fueled fireplaces or wood-fueled heaters in new construction
if the hearth product meets the requirements of subdivision (e).
44475.26. The state board shall award tax credits for the
purchase of new engines used in lawnmowers and other
motorized landscaping or gardening equipment when the
purchase is made in conjunction with trading in older, polluting
two- and four-stroke engines used in lawnmowers and other
. landscaping or gardening equipment. The state board shall
establish minimum standards to qualify for tax credits
pursuant to this section to maximize emission reductions. The
tax credit shall be sufficient to induce consumer participation in
the program, but shall be awarded for less than the full cost of
then.ew equipment. Tax credits may be awarded only if old
equipment is traded in and taken out of service. The old
equipment shall be disposed of to a recycler.
44475.27. The state board shall award tax credits fQr
research on, and development and commercialization of,
technologies that would facilitate emissions reductions from
sources of pollutants described in this part and to persons who
make contributions of money to publicly financed or nonprofit
institutions to perform ~hat research, development, and
commercialization. Projects that are likely to reduce more than
one pollutant and also improve energy efficiency shall be given
highest priority. The technologies may include those subject to
an experimental permit in California. To be eligible for the tax
credit, the research, development, or commercialization shall
have the potential to result in demonstrable public health or
environmental benefits, or both.
44475.28. The state board shall award tax credits for the
retrofit of existing, or the acquisition of new, stationary or
portable equipment such as pumps and generators. New
equipment shall, have substantially lower emissions than
required by current standards. Retrofit equipment shall emit
substantially less emissions as a result of the retrofit. The tax
credit shall be sufficient to induce consumer participation in the
program, but shall be awarded for less than the full cost of the
new equipment. The state board shall establish minimum
standards to qualify for tax credits pursuant to this section to
maximize emission reductions.
44475.29. To encourage the installation of equipment or
devices to reduce ambient air pollution such as ozone from the
atmosphere, the state board shall award tax credits for the
installation or retrofitting of ambient air pollution destruction
technology on heat exchangers. The state board shall establish
reasonable methodologies for evaluating the cost-effectiveness of
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ambient air pollution destruction technology, taking into
account the air quality benefits of ambient air pollution
reductions considering population exposure.
44475.30. (a) The intent of this section is to reduce or
eliminate smoke and other emissions resulting from the outdoor,
unenclosed burning of agricultural waste. The state board shall
award tax credits for agricultural waste conversion facilities
that will either gasify the agricultural waste, convert it to usable
chemicals or other products, or utilize it for the generation of
electrical energy. The state board shall award tax credits to the
facilities that utilize agricultural waste in an amount sufficient
to cover, but not to exceed, the full reasonable cost of collection,
sizing, delivery, and storage of this material. As provided in
subdivision (c) of Section 44475.7, tax credits may be awarded
only to the facilities described in this section. Tax credits may
not be awarded for any land application of agricultural waste.
In entering into a long-term contract for agricultural waste
conversion projects, the state board may set a maximum tax
credit per ton of agricultural waste delivered to the facility, and'
may establish different maximum amounts for different
categories of agricultural waste. The state board shall calculate
the full reasonable cost of collection, sizing, delivery, and storage
of the agricultural waste to the closest operating facility. The
amount of the tax credit shall be based on the tonnage of
agricultural waste delivered to the facility and the amount of tax
credit available for each ton.
(b) The state board shall develop criteria for selecting
agricultural waste conversion projects based on the reduction or
elimination of emissions from outdoor, unenclosed burning
compared to the emissions at the agricultural waste conversion
facility and associated transportation emissions. In ranking
applications for tax credits to be awarded pursuant to this
section, the state board shall first consider applications from
those facilities using best available control technologies such as
bag houses for particulate control and combustion technologies
thf),t minimize other emissions. The application for a tax credit
pursuant to this section shall certify that the agricultural waste
would otherwise have been burned outdoors, and not in any
enclosure.
44475.31. To encourage the purchase of cleaner, new,
heavy-duty trucks, mo~or vehicles, and engines of 50 horsepower
or greater, the state board shall award tax credits for the
purchase in California of a new heavy-duty truck, motor vehicle,
or engine that has lower emissions than required by state or
federal law on the basis of cost-effectiveness, as determined
pursuant to Sections 44475.15 and 44475.55, subject to the
,
following requirements:
(a) Applications for projects involving the purchase of new
advanced technology engines or vehicles shall document to the
satisfaction of the state board an NO x emissions reduction of at
least 37.5 percent and no increase in particulate emissions
beyond a negligible amount, or an NO x emissions reduction of at
least 25 percent and particulate emissions reduction of at least
25 percent compared to the emissions of a new engine or vehicle
certifted to the applicable baseline emissions standard for that
engine or vehicle.
(b) On-road vehicles shall be greater than 14,000 pounds
gross vehicle weight to be eligible for tax credits.
(c) All engines and vehicles shall be certified to the
heavy-duty engine standards and test procedures specified by
the 'state board.
(d) Engines ctnd motor vehicles other than trucks shall be
rated at 50 horsepower or more.
(e) For purposes of this section only, and notwithstanding
Section 39033, "heavy-duty" means having a gross vehicle
weight of greater than 14,000 pounds.
44475.32. To encourage the purchase of cleaner, new,
off-road nonrecreational motor vehicles, and the replacement
and retirement of older, more polluting, off-road nonrecreational
motor vehicles, the state board shall award tax credits for the
purchase of off-road nonrecreational motor vehicles in
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California on the basis of cost-effectiveness as determined
pursuant to Sections 4447.5.].5 and 4447.5 ..5.5. The state board
shall establish minimum standards to qualify for tax credits to
maximize emissions reductions. Only nonrecreational motor
vehicles of less than .50 horsepower may qualify for tax credits
pursuant to this section. The retired nonrecreational motor
vehicle shall be disposed of to a recycler.
4447.5.33. (a) The intent of this section is to reduce or
eliminate smoke and other emissions resulting from the outdoor,
unenclosed burning of rice straw. The state board shall award
tax credits for rice straw conversion facilities that will either
gasify the rice straw, convert it to usable chemicals or other
products (such as paper, livestock feed, or building materials), or
utilize it for the generation of electrical energy. The state board
shall award tax credits to facilities that utilize rice straw in an
amount sufficient to cover, but not to exceed, the full reasonable
cost of collection, delivery, sizing, and storage of the rice straw.
As provided in subdivision (c) of Section 4447.5.7, tax credits
may be awarded only to the facilities described in this section.
Tax credits may not be awarded for any land application of rice
straw. In entering into a long-term contract for rice straw
conversion projects, the state board may set a maximum tax
credit per ton of rice straw delivered to the facility. The state
board shall calculate the full reasonable cost of collection,
delivery, sizing, and storage of the rice straw to the closest
operating facility. The amount of the tax credit shall be based on
the tonnage of rice straw delivered to the facility and the amount
of tax credit available for each ton.
(b) The state board shall develop criteria for selecting rice
straw conversion projects based on the reduction or elimination
of emissions from outdoor, unenclosed burning compared to the
emissions at the rice straw conversion facility and associated
transportation emissions. In ranking applications for tax credits
to be awarded pursuant to this section, the state board shall first
consider applications from those facilities using best available
control technologies such as bag houses for particulate control
and combustion technologies that minimize other emissions. The
application for a tax credit pursuant to this section shall certify
that rice straw otherwise would'have ultimately been burned
outdoors, and not in any enclosure, and that, consistent with the
requirements of subdivision (d) of Section 4447.5.9, awarding
the tax credit will reduce air pollution by assisting in the
implementation of Section 4186.5 and Chapter 4 ..5 (commencing
with Section 397.50) of Part 2.
CHAPTER 4.
GENERAL PROGRAM REQI!IREMENTS
4447.5.40. Before a tax credit may be awarded pursuant to
this part, the state board shall approve the capability of the
particular retrofit technology, vehicle, engine, equipment, or
product to meet the criteria for each specified in Chapter 3
(commencing with Section 4447.5.1.5). Any certification of
vehicles or equipment necessary for operation in California shall
be pursuant to the applicable state or federal law.
4447.5.41. To maintain eligibility for a tax credit, any motor
vehicle, vehicle, or implement of husbandry that is required by
the Vehicle Code to be registered, and that has been awarded tax
credits pursuant to this part, shall have in force at all times a
valid registration for operation in California.
4447.5.42. Subject to the cost-effectiveness requirements of
this part, the state board may award tax credits for up to the
incremental costs of a project, including incrementally higher
operating and lease costs as well as incremental capital costs, as
well as for any necessary incentives to encourage the acquisition
of new vehicles and equipment, the retrofitting of existing
vehicles and equipment, or the adoption of innovative
technologies by users.
4447.5.43. (a) The state board shall by regulation establish
procedures to assure that any equipment or uehirles traded in
pursuont to this part shall have a rea.~onable remaining service
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life, and that the equipment or vehicles are scrapped after
trade-in or retirement and not rebuilt or resold. Equipment and
vehicles that are traded in or retired shall be destroyed, and the
metal parts shall be recycled.
(b) The state board may require evidence that the vehicles or
equipment eligible for a tax credit pursuant to this part will
have a reasonable expected useful life.
4447.5.44. The state board and the districts, as appropriate,
shall take all appropriate and necessary actions to ensure that
emissions reductions achieved pursuant to this part are credited
by the United States Environmental Protection Agency to
emissions reduction objectives in the State Implementation
Plan.
4447.5.4.5. In addition to the requirements of Section
4447.5.16, after study of available emissions reduction
technologies and after public notice and comment, the state
board may reduce the minimum percentage NOT and particulate
reduction criteria for purchase, retrofits, and add-on equipment
stated in Sections 44475.20, 44475.21, 44475.22, and 44475.31
if . necessary to maximize emissions reductions from the
purchase, retrofit, or repowering of vehicles and equipment
pursuant to those sections.
44475.46. The state board may specify conditions of use and
other terms with respect to the purchase of vehicles and
equipment and the operation of equipment acquired pursuant to
this part.
44475.47. The state board may consider ways to increase the
flexibility and effectiveness of this program, especially with
respect to increasing the usability of the tax credits authorized
by this part, and may propose legislation to improve the
program. This section does not authorize the Legislature to
amend this part.
CHAPTER 5. AWARD OF TAX CREDITS
4447.5.50. The state board or district, as the case may be, has
sole discretion to determine the sufficiency and completeness of
any application and may determine that an application for a tax
credit is not in compliance with this part, and its intent and
purposes, and may reject the application.
44475.51. The state board or district, as the case may be,
shall expedite tlie processing of applications and awarding of
tax credits to the greatest extent possible.
4447.5.52. (a) Consistent with the other requirements of this
part, the state board shall adopt regulations to award tax
credits to projects within each project category set forth in
Section 44475.57. Consistent with the other requirements of this
part, including, but not limited to, Section 44475.55, the state
board may adopt selection criteria to allocate tax credits within
each project category to projects with equivalent
cost-effectiveness rankings.
(b) Within each category' of tax credits listed in Section
44475.57, if equivalent applications are submitted, the state
board or district shall first select the application from an
applicant that did not receive a tax credit within that category
in the previous quarter. This subdivision does not prevent the
state board or a district from awarding long-term contracts for
tax credits. For purposes of this subdivision, "equivalent
applications" means applications that are equally cost-effective
and equal with respect to other criteria required by this part or
by regulations adopted pursuant to this part.
44475.53. The state board may award tax credits pursuant
to this part for projects that conform with the requirements of
this part and with applicable regulations of the state board,
even if the projects are initiated after the effective date of this
part, but before the regulations implementing this part are
.
adopted.
44475.54. (a) The state board or district, as the case may be,
shall evaluate each application for consistency with the content
requirements of Section 44475.6 and the other requirements of
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44475.57. (a) The state board shall award tax credits in
this part and the regulations of the state board, shall determine
the emissions reductions that will result from implementation of each fiscal year in accordance with the following schedule:
each project or category of projects using the methodology, Tax Credits Section
Category
established pursuant to Section 44475.15, and shall apply the In Millions
procedure for ranking projects set forth in Section 44475.55. The Of Dollars
state board shall award tax credits to eligible applicants in
44475.20(a) New public fleet vehicles
$35
accordance with the evaluati&ns and determinations made
44475.20(b) Retrofit and repower public fleet
$5
pursuant to this section and Section 44475.55.
vehicles
(b) Any project that does not meet the cost-effectiveness
44475.21 (a) New state heavy-duty fleets
$10
standard established by the state board pursuant to Section
44475.21 (b) Retrofit and repower state heavy-duty
$5
44475.15, as determined by the state board or district in its sole
vehicles
discretion, shall not be eligible for a tax credit.
44475.22
Retrofit of older, heavy-duty trucks
$34
44475.55. In each calendar quarter, for any category of
and equipment
project specified in Section 44475.20 (public fleet vehicles),
44475.23
Ports
$15
44475.21 (state heavy-duty fleet vehicles), 44475.22 (retrofit),
44475.24
Locomotives
$10
44475.23 (ports), 44475.24 (locomotives), 44475.28 (stationary
44475.25
$10
Hearth products
and portable equipment), 44475.29 (ambient air pollution
Lawn and garden equipment
44475.26
$5
destruction technology), 44475.30 (agricultural waste), 44475.31
44475.27
$20
Research and development
(new heavy-duty vehicles), 44475.32 (off-road vehicles), or
Stationary and portable equipment
44475.28
$3
44475.33 (rice straw) for which one or more applications meet
Ambient air pollution destruction
44475.29
$15
the cost-effectiveness standard established by the state board,
technology
the state board shall rank the qualifying proposed projects in
waste
conversion
$17
44475.30
Agricultural
order from the most cost-effective to the least cost-effective. The
facilities
state board shall award tax credits according to this ranking
44475.31
New heavy-duty and 50+ HP motor
$25
until all credits available for the particular category of project
vehicles
for that quarter have been awarded or no qualifying projects
44475.32
New off-road, nonrecreational motor
$3
remain. If the state board is unable to rank two or more projects
vehicles
because they have similar cost-effectiveness in emissions
$ 6
44475.33
Rice straw conversion facilities
reductions, the state board shall give preference to the project
(b) (1) The state board shall allocate up to 10 percent of the
with greater reductions in emissions of toxic air contaminants,
in accordance with the procedure in subdivision (b) of Section dollar value of tax credits authorized in each category listed in
44475.15. This section does not apply to projects included in the subdivision (a), except Section 44475.20, for pilot or technology
standardized tax credit allocations established pursuant to demonstration projects that develop technologies to reduce
subdivision (f) of Section 44475.15. In categories in which pollutants from the source identified in each section. The state
districts have been delegated authority to award tax credits, the board shall award tax credits pursuant to this subdivision to the
districts shall cooperate with the state board in implementing extent that qualified applications are received, up to the
10-percent limit specified in this paragraph.
this section.
(2) In implementing this subdivision, highest priority shall be
44475.56. (a) Upon the determination of the state board to
award a tax credit, the successful applicant shall execute a given to projects that may substantially reduce emissions of
long-term or short~term contract, as the case may be, as provided more than one air pollutant and have the greatest likelihood of
commercial viability. Projects that will meet such criteria as
in Section 44475.10.
(b) With respect to any tax credit that may be claimed in more durability, safety, reliability, and reduction of actual in-use
than one taxable or income year, the state board shall allocate emissions also shall be given high priority. To be eligible for tax
the entire dollar value of that tax credit to the fiscal year in credits, advanced technologies shall have the potential to
which the applicant executed the contract. The applicant may substantially reduce emissions of pollutants.
(3) This subdivision does not apply to Section 44475.27.
thereafter claim portions of the unused amount of the tax credit
(4) Notwithstanding paragraph (1), the state board shall
in subsequent taxable or income years until the total amount of
the tax credit is exhausted. The unused amount that may be allocate up to 12 percent of the dollar value of tax credits
claimed is not at any time subject to the operation of subdivision authorized in subdivision (a) for pilot or technology
(b) of Section 44475.58.
demonstration projects undertaken pursuant to Section
(c) In lieu of the procedure authorized in subdivision (b), at 44475.20 that develop technologies to reduce pollutants from the
the election of the applicant, the long-term contract may provide source identified in that section. The state board shall award tax
that the dollar value of the tax credit may be allocated in equal credits pursuant to this paragraph to the extent that qualified
allotments to two or more fiscal years, up to a total of 10 fiscal applications are received, up to the 12-percent limit specified in
years, designated by the applicant. A single long-term contract this paragraph. The total dollar value of tax credits allocated by
shall be entered into for multiyear allotments, but, at the time this paragraph from Section 44475.20 may be used for pilot and
the contract is signed, the state board shall issue a separate tax demonstration projects pursuant to the purposes of subdivision
credit certificate for each allotment. In any taxable or income (a) of Section 44475.20.
44475.58. (a) (1) To the extent that applications have been
year in which an allotment may be claimed, the applicant may
elect to claim less than the full dollar value of the allotment and submitted for eligible projects, the state board or district shall
may thereafter claim the unused portion of that allotment in award tax credits pursuant to this part at least once per
subsequent taxable or income years until the total amount of the calendar quarter for each category of project specified in
allotment is exhausted. The unused portion of an allotment may Chapter 3 (commencing with Section 44475.15).
(2) In any fiscal year for which there are insufficient qualified
be claimed in the same taxable or income year for which a new
allotment is allocated. In any fiscal year in which subdivision tax credit applications in a particular category set forth in the
(b) of Section 44475.58 is implemented, the dollar value of the schedule in Section 44475.57, or in the event of a reduction in
allotment of the tax credit allocated to that fiscal year may not the tax credits allowed due to the operation of subdivision (b),
be reduced.
the state board shall retain the tax credits not awarded
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pursuant to Section 44475.57 for award in that category for use
in a subsequent fiscal year. In awarding tax credits retained
from previous years, the state board shall seek to allocate the tax
credits in equal allotments throughout the remaining years of
the program, to reduce the impact of the award of the deferred
tax credits in any single fiscal year.
(b) The Department of Finance may reduce the total amount
of tax credits to be awarded in a fiscal year following a fiscal
year in which General Fund receipts were lower than General
Fund receipts in the previous fiscal year. The Department of
Finance may also reduce the total amount of tax credits to be
awarded within a fiscal year if General Fund receipts in that
fiscal year are lower from July 1 to March 31 of that fiscal year
compared to the same period in the previous fiscal year. In
addition, the Department of Finance may reduce the total
amount of tax credits to be awarded in each of the 1998-99 and
1999-2000 fiscal years if General Fund receipts did not
increase, compared to the previous fiscal year, in an amount to
equal the arrwunt of tax credits to be awarded in each of those
fiscal years. In the event of any reductions made by the
Department of Finance pursuant to this subdivision, the state
board shall allocate the reductions in the same proportion as the
tax credits are allocated pursuant to Section 44475.57. Tax
credits awarded as part of a long-term contract, or pursuant to
the carryover provisions set forth in Sections 17052 and 23630 of
the Revenue and Taxation Code, may not be reduced.
44475.59. (a) An annual audit shall be performed to
determine whether this part is being carried out in accordance
with the intent, purposes, and requirements of this part. The
audit shall include review of the administration of the program
and expenses incurred pursuant to Section 44475.14, taking into
account the costs of beginning the program. The Department of
Finance shall contract with a private auditing firm to conduct
the audit. On completion of the audit, the Department of
Finance shall immediately report the results of the audit to the
Governor, the Legislature, the state board, and the public. The
state board shall report to the Governor, the Legislature, and the
public its response to the results and recommendations of the
audit within 90 days of completion of the audit. If the audit
recommends a reduction in the cost of administering the
program, the state board shall reduce its administrative costs or
provide a written explanation to the Governor and the
Legislature as to why the administrative expenses cannot -be
reduced.
(b) The first audit shall be for the 1998-99 fiscal year. The
Legislature shall appropriate sufficient funds for each fiscal
year from the General Fund to the Department of Finance to pay
for the audit.
44475.60. The Franchise Tax Board shall calculate the
aggregate amount of tax credits awarded by the state board and
districts and claimed by taxpayers, as reported pursuant to
subdivision (b) of Section 44475.62, and shall Teport that
amount to the Controller, the Director of Finance, and the State
Department of Education for each fiscal year. That amount shall
represent the total amount of tax credits approved and claimed
pursuant to this part for purposes of determining the amount of
"General Fund revenues which may be appropriated pursuant to
Article XIII B", as that phrase is used in paragraph (1) of
subdivision (b) of Section 8 of Article XVI of the California
Constitution, and in calculating moneys to be applied by thestate for the support of schoo~ districts and community college
districts. Notwithstanding any other provision of law, the
amount of the tax credits shall be added to General Fund
revenues otherwise considered in making those calculations
requiretl by Section 8. The Legislature may amend this section
to better achieve its intent, which is to assure that this part does
not diminish funding for school districts or community college
districts to a level below what would be required absent the tax
credits authorized by this part.
44475.61. Notwithstanding any other provision of law, tax
credits approved pursuant to this part shall be considered
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"General Fund revenues which may be appropriated pursuant to
Article XIII B", as that phrase is used in paragraph (1) of
subdivision (b) of Section 8 of Article XVI of the California
Constitution, and in calculating moneys to be applied by the
state for the support of school districts and community college
districts. Those tax credits shall be added to General Fund
revenues otherwise considered in making those calculations
required by Section 8. The Legislature may amend this section
to better achieve its intent; which is to assure that this part does
not diminish funding for school districts or community college
districts to a level below what would be required absent the tax
credits authorized by this part.
44475.62. (a) After the end of each quarter, the state board
Ilhall publish a list of all projects awarded tax credits under this
program during the previous quarter by the state board and any
participating district. The report shall include for each project a
description of the project, the amount of annual emissions
reductions estimated to result from the project, the number of
vehicles or pieces of equipment involved, the cost-effectiveness of
the project, and other items considered relevant by the state
board. The report shall be transmitted to the Governor, the
Legislature, and the public.
(b) The state board shall furnish a list to the Franchise Tax
Board after the end of each quarter, in the form and manner
agreed upon by the Franchise Tax Board, containing the names,
taxpayer identification numbers (including taxpayer
identification numbers for each partner or shareholder, as
applicable), a description of the tax credit awarded, and the
total amount of credit approved for each person awarded a tax
credit in that quarter.
44475.63. (a) In the event that the recipient of the tax credit
or operator of the equipment, vehicles, locomotives, off-road
nonrecreational motor vehicles, or vessels purchaseq or operated
pursuant to the award of the tax credit violates the terms of the
contract pursuant to which the tax credit was awarded, the state
board may initiate an action to rescind the contract, invalidate
the dollar value of any unused tax credit, and recover from the
recipient an amount of money equal to the dollar value of the tax
credit used, together with interest as computed on deficiency
assessments.
(b) Any money recovered pursuant to this section shall be
available for appropriation for the purposes of Section 44475.27,
and for no other purpose.
(c) Any unused tax credit invalidated pursuant to this section
shall be available for award in a subsequent fiscal year by the
state board for the same category for which the tax credit
originally was awarded.
(d) The state board shall notify the Franchise Tax Board of
every action initiated pursuant to this section. The initiation of
an action pursuant to this section does not preclude the
imposition of any fine, forfeiture, or other penalty or
undertaking an administrative enforcement action pursuant to
any other provision of law or regulation.
44475.64. Personal services and consulting contracts entered
into pursuant to this part are not subject to approval by the
Department of General Services if the state board does all of the
following:
(a) Designates a state board officer as responsible and
directly accountable for the state board's contracting program.
(b) Establishes written policies and procedures and a
management system ensuring that state board's contracting
activities comply with applicable provisions of law and
regulations and that it has demonstrated the ability to carry out
these policies and procedures and to implement the management
system.
(c) Establishes a plan for ensuring that contracting personnel
are adequately trained in contract administration and contract
management.
(d) Conducts an audit every two years of.the contracting
program and reports to the Department of General Services as
the department may require.
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(e) Establishes procedures for reporting to the Legislature on
(J) The credit allowed by former Section 17053.11 (relating
the contracting program.
to program area hiring credit).
(K) For each taxable year beginning on or after January 1,
CHAPTER 6.
REPEAL
1994, the credit allowed by Section 17053.17 (relating to Los
44475.70. Section 44475.57 shall continue in effect until Angeles Revitalization Zone hiring credit).
January 1, 2011, and is repealed as of that date. The state board
(L) The credit allowed by Section 17053.33 (relating to
and districts may award no further tax credits after January 1, targeted tax area sales or use tax credit).
2011, unless Section 44475.57 is reenacted and becomes effective
(M) The credit allowed by Section 17053.34 (relating to
on or after that date. The Legislature may reenact Section targeted tax area hiring credit).
44475.57 by majority vote. The reenacted section shall take effect
(N) The credit allowed by Section 17053.49 (relating to
on or after January 1, 2011.
qualified property).
SEC. 3. Section 17039 of the Revenue and Taxation Code is
(0) The credit allowed by Section 17053.70 (relating to
amended to read:
enterprise zone sales or use tax credit).
17039. (a) Notwithstanding any provision in this part to
(P) The credit allowed by Section 17053.74 (relating to
the contrary, for the purposes of computing tax credits, the term enterprise zone hiring credit).
"net tax" means the tax imposed under either Section 17041 or
(Q) The credit allowed by Section 17057 (relating to clinical
17048 plus the tax imposed under Section 17504 (relating to testing expenses).
(R) The credit allowed by Section 17058 (relating to
lump-sum distributions) less the credits allowed by Section
17054 (relating to personal exemption credits) and any amount low-income housing).
(S) The credit allowed by Section 17061 (relating to refunds
imposed under paragraph (1) of subdivision (d) and paragraph
(1) of subdivision (e) of Section 17560. Notwithstanding the pursuant to the Unemployment Insurance Code).
(T) Credits for taxes paid to other states allowed by Chapter
preceding sentence, the "net tax" shall not be less than the tax
imposed under Section 17504 (relating to the separate tax on 12 (commencing with Section 18001).
(U) The credit allowed by Section 19002 (relating to tax
lump-sum distributions), if any. Credits shall be allowed
withholding).
against "net tax" in the following order:
(V) The credit allowed by Section 17052 (relating to
(1) Credits that do not contain carryover or refundable
reductions
in emissions of air pollutants).
provisions, except those described in paragraphs (4) and (5).
(2) Any credit that is partially or totally denied under
(2) Credits that contain carryover provisions but do not paragraph (1) shall be allowed to be carried over and applied to
contain refundable provisions.
.
the net tax in succeeding taxable years, if the provisions
(3) Credits that contain both carryover and refundable relating to that credit include a provision to allow a carryover
provisions.
when that credit exceeds the net tax.
(4) The minimum tax credit allowed by Section 17063
(d) Unless otherwise provided, any remaining carryover of a
(relating to the alternative minimum tax).
credit allowed by a section that has been repealed or made
(5) Credits for taxes paid to other states allowed by Chapter inoperative shall continue to be allowed to be carried over
12 (commencing with Section 18001).
under the provisions of that section as it read immediately prior
(6) Credits that contain refundable provisions but do not to being repealed or becoming inoperative.
(e) (1) Unless otherwise provided, if two or more taxpayers
contain carryover provisions.
The order within each paragraph shall be determined by the (other than husband and wife) share in costs that would be
Franchise Tax Board.
eligible for a tax credit allowed under this part, each taxpayer
(b) Notwithstanding the provisions of Sections 17053.5 shall be eligible to receive the tax credit in proportion to his or
(relating to the renter's credit), 17061 (relating to refunds her respective share of the costs paid or incurred.
pursuant to the Unemployment Insurance Code), and 19002
(2) In the case of a partnership, the credit shall be allocated
(relating to tax withholding), the credits provided in those among the partners pursuant to a written partnership
sections shall be allowed in the order provided in paragraph (6) agreement in accordance with Section 704 of the Internal
of subdivision (a).
Revenue Code, relating to partner's distributive share.
(c) (1) Notwithstanding any other provision of this part, no
(3) In the case of a husband and wife who file separate
tax credit shall reduce the tax imposed under Section 17041 or returns, the credit may be taken by either or equally divided
17048 plus the tax imposed under Section 17504 (relating to the between them.
separate tax on lump-sum distributions) below the tentative
(!) Unless otherwise provided, in the case of a partnership,
minimum tax, as defined by Section 17062, except the following any credit allowed by this part shall be computed at the
credits, but only after allowance of the credit allowed by Section partnership level, and any limitation on the expenses
17063:
. qualifying for the credit or limitation upon the amount of the
(A) The credit allowed by former Section 17052.4 (relating to credit shall be applied to the partnership and to each partner.
solar energy).
(g) (1) With respect to any. taxpayer that directly or
(B) The credit allowed by former Section 17052.5 (relating to indirectly owns an interest in a business entity that is
solar energy).
disregarded for tax purposes pursuant to Section 23038 and
(C) The credit allowed by Section 17052.5 (relating to solar any regulations thereunder, the amount of any credit or credit
energy).
carryforward allowable for any taxable year attributable to the
(D) The credit allowed by Section 17052.12 (relating to disregarded business entity shall be limited in accordance with
research expenses).
paragraphs (2) and (3).
(E) The credit allowed by former Section 17052.13 (relating
(2) The amount of any credit otherwise allowed under this
to sales and use tax credit).
part, including any credit carryover from prior years, that may
(F) The credit allowed by Section 17052.15 (relating to Los be applied to reduce the taxpayer's "net tax," as defined in
Angeles Revitalization Zone sales tax credit).
subdivision (a), for the taxable year shall be limited to an
(G) The credit allowed by Section 17053.5 (relating to the amount equal to the excess of the taxpayer's regular tax (as
renter's credit).
defined in Section 17062), determined by including income
(H) The credit allowed by former Section 17053.8 (relating to attributable to the disregarded business entity that generated
enterprise zone hiring credit).
the credit or credit carryover, over the taxpayer's regular tax
(l) The credit allowed by Section 17053.10 (relating to Los (as defined in Section 17062), determined by excluding the
Angeles Revitalization Zone hiring credit).
income attributable to that disregarded business entity. No
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credit shall be allowed if the taxpayer's regular tax (as defined this subdivision, no credit may be awarded to that taxpayer
in Section 17062), determined by including the income until the taxpayer complies.
attributable to the disregarded business entity, is less than the
(/) Any credit allowed pursuant to this section shall be in lieu
taxpayer's regular tax (as defined in Section 17062), of any other credit otherwise allowable pursuant to this part for
the same purchase, retrofit, repower, or operational change that
de~ermined by excluding the income attributable to the
disregarded business entity.
is the basis for the tax credit under this section. In addition, any
(3) If the amount of a credit allowed pursuant to the section deduction for the same purchase, retrofit, repower, or
establishing the credit exceeds the amount allowable under this operational change that is the basis for the tax credit under this
subdivision in any taxable year, the excess amount may be section shall be reduced, on a pro rata basis, by the part of the
carried over to subsequent taxable years pursuant to purchase, retrofit, repower, or operational change that was paid
subdivisions (c) and (d).
for by the credit awarded pursuant to this section.
SEC. 4. Section 17052 is added to the Revenue and
SEC. 5. Section 23036 of the Revenue and Taxation Code is
Taxation Code, to read:
amended to read:
17052. (a) For each taxable year beginning on or after
23036. (a) (1) The term "tax" includes any of the following:
(A) The tax imposed under Chapter 2 (commencing with
January 1, 1999, there shall be allowed as a credit against the
amount of "net tax," as defined in Section 17039, an amount Section 23101).
equal to the tax credit awarded pursuant to Part 10
(B) The tax imposed under Chapter 3 (commencing with
(commencing with Section 44475.1) of Division 26 of the Health Section 23501).
(C) The tax on unrelated business taxable income, imposed
and Safety Code.
(b) The aggregate amount of tax credits granted to all under Section 23731.
(D) The tax on S corporations imposed under Section 23802.
taxpayers pursuant to this section and Section 23630 may not
(2) The term "tax" does not include any amount imposed
exceed two hundred eighteen million dollars ($218,000,000) for
each fiscal year, plus the amount of tax credits that are retained under paragraph (1) of subdivision (e) of· Section 24667 or
paragraph (2) of subdivision (D of Section 24667.
pur~uant to paragraph (2) of subdivision (a) of Section 44475.58
(b) For purposes of Article 5 (commencing with Section
of the Health and Safety Code.
(c) In the case where the credit allowed by this section exceeds 18661) of Chapter 2, Article 3 (commencing with Section 19031)
the "net tax," the excess may be carried over to reduce the "net of Chapter 4, Article 6 (commencing with Section 19101) of
tax" in the following year and succeeding years until the credit Chapter 4, and Chapter 7 (commencing with Section 19501) of
Part 10.2, and for purposes of Sections 18601, 19001, and
has been exhausted.
(d) The State Air Resources Board shall do all of the 19005, the term "tax" shall also include all of the following:
(1) The tax on limited partnerships, imposed under Section
following:
(1) Certify that the taxpayer has been awarded the tax credit
17935 or Section 23081, the tax on limited liability companies,
imposed under Section 17941 or Section 23091, and the tax on
as specified in subdivision (a).
(2) Issue tax credit certificates in an aggregate amount that registered limited liability partnerships and foreign limited
shall not exceed the limit specified in subdivision (b).
liability partnerships imposed under Section 17948 or Section
(3) Furnish each year a list to the Franchise Tax Board, in a 23097.
(2) The alternative minimum tax imposed under Chapter 2.5
form or manner agreed upon by the Franchise Tax Board and
the State Air Resources Board, of the qualified taxpayers that (commencing with Section 23400).
were issued tax credit certificates. If possible, the list shall be in
(3) The tax on built-in gains of S corporations, imposed
under Section 23809.
a computer readable form.
(4) Provide the taxpayer with copies of the tax credit
(4) The tax on excess passive investment income of S
corporations, imposed under Section 23811. .
certificate.
(5) Obtain the taxpayer's identification number; or, in the case
(c) Notwithstanding any other provision of this part, credits
of an organization taxed as a partnership, the taxpayer's shall be allowed against the "tax" in the following order:
(1) Credits that do not contain carryover provisions.
identification number of each partner; or, in the case of a
(2) Credits that, when the credit exceeds the "tax," allow the
Subchapter S corporation, the taxpayer's identification number
excess to be carried over to offset the "tax" in succeeding taxable
of each shareholder.
(6) No later than 60 days following the close of each fiscal years. The or.der of credits within this paragraph shall be
year within which the credit under this section is available, determined by the Franchise Tax Board.
(3) The minimum tax credit allowed by Section 23453.
provide to the Legislature a report with respect to that fiscal year
(4) Credits for taxes withheld under Section 18662.
that includes all of the following:
(A) The number of tax credit certificates requested and issued.
(d) Notwithstanding any other provision of this part, each of
(B) The types of taxpayers receiving the tax credit certificates. the following shall be applicable:
(1) No credit shall reduce the "tax" below the tentative
(e) To be eligible for the tax credit, the taxpayer shall do all of
minimum tax (as defined by paragraph (1) of subdivision (a) of
the following:
(1) As part of the taxpayer's request for a tax credit, provide
Section 23455), except the following credits, but only after
the State Air Resources Board with documents, as deemed allowance of the credit allowed by Section 23453:
(A) The credit allowed by former Section 23601 (relating to
necessary by the State Air Resources Board, verifying that the
requirements of this section and Part 10 (commencing with solar energy).
(B) The credit allowed by former Section 23601.4 (relating to
Section 44475.1) of Division 26 of the Health and Safety Code
solar energy).
have been. met.
(C) The credit allowed by Section 23601.5 (relating to solar
(2) Retain a copy of the tax credit certificate issued by the
energy).
.
State Air Resources Board as specified in subdivision (d).
(D) The credit allowed by Section 23609 (relating to research
(3) Provide a copy of the tax credit certificate to the Franchise
expenditures) .
Tax Board upon request.
(E) The credit allowed by Section 23609.5 (relating to clinical
(4) Provide the State Air Resources Board with the taxpayer's
identification number; or, in the case of an organization taxed as testing expenses).
(F) The credit allowed by Section 23610.5 (relating to
a partnership, the taxpayer identification numbers of each
partner; or, in the case of a Subchapter S corporation, the low-income housing).
(G) The credit allowed by former Section 23612 (relating to
taxpayer's identification number of each shareholder.
(5) If the taxpayer fails to comply with the requirements of sales and use tax credit).
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(H) The credit allowed by Section 23612.2 (relating to determined by excluding ,the income attributable to the
disregarded business entity.
enterprise zone sales or use tax credit).
(I) The credit allowed by Section 23612.6 (relating to Los
(3) If the amount of a credit allowed pursuant to the section
. establishing the credit exceeds the amount allowable under this
Angeles Revitalization Zone sales tax credit).
(J) The credit allowed by former Section 23622 (relating to subdivision.in any income year, the excess amount may be
carried over to subsequent income years pursuant to
enterprise zone hiring credit).
(K) The credit allowed by Section 23622.7 (relating to subdivisions (d), (e), and (f).
enterprise zone hiring credit).
SEC. 6. Section 23630 is added to the Revenue and
(L) The credit allowed by former Section 23623 (relating to Taxation Code, to read:
program area hiring credit).
23630. (a) For each income year beginning on or after
(M) For each income year beginning on or after January 1, January 1, 1999, there shall be allowed as a credit against the
1994, the credit allowed by Section 23623.5 (relating to Los amount of "tax," as defined in Section 23036, an amount equal
to the tax credit awarded pursuant to Part 10 (commencing with
Angeles Revitalization Zone hiring credit).
(N) The credit allowed by Section 23625 (relating to Los Section 44475.1) of Division 26 of the Health and Safety Code.
(b) The aggregate amount of tax credits granted to all
Angeles Revitalization Zone hiring credit).
taxpayers pursuant to this section and Section 17052 may not
(0) The credit allowed by Section 23630 (relating to
exceed two hundred eighteen million dollars ($218,000,000) for
reductions in emissions of air pollutants).
each fiscal year, plus the amount of tax credits that are retained
(P) The credit allowed by Section 23633 (relating to targeted
pursuant to paragraph (2) of subdivisiqn (a) of Section 44475.58
tax area sales or use tax credit).
of the Health and Safety Code.
fP1
(c) In the case where the credit allowed by this section exceeds
(Q) The credit allowed by Section 23634 (relating to targeted
the
"tax," the excess may be carried over to reduce the "tax" in the
tax area hiring credit).
following year and succeeding years until the credit has been
f:Qi
exhausted.
(R) The credit allowed by Section 23649 (relating to qualified
(d) The State Air Resources Board shall do all of the
property).
following:
(2) No credit against the tax shall reduce the minimum
(1) Certify that the taxpayer has been awarded the tax credit
franchise tax imposed under Chapter 2 (commencing with as specified in subdivision (a).
Section 23101).
(2) Issue tax credit certificates in an aggregate amount that
(e) Any credit which is partially or totally denied under shall not exceed the limit specified in subdivision (b).
subdivision (d) shall be allowed to be carried over to reduce the
(3) Furnish each year a list to the Franchise Tax Board, in a
"tax" in the following year, and suceeding years if necessary, if form or manner agreed upon by the Franchise Tax Board and
the provisions relating to that credit include a provision to the State Air Resources Board, of the qualified taxpayers that
allow a carryover of the unused portion of that credit.
were issued tax credit certificates. If possible, the list shall be in
(D Unless ot4erwise provided, any remaining carryover from a computer readable form.
a credit that has been repealed or made inoperative shall
(4) Provide the taxpayer with copies of the tax credit
continue to be allowed to be carried over under the provisions of certificate.
that section as it read immediately prior to being repealed or
(5) Obtain the taxpayer's identification number; or, in the case
becoming inoperative.
of an organization taxed as a partnership, the taxpayer's
(g) Unless otherwise provided, if two or more taxpayers identification number of each partner; or, in the case of a
share in costs that would be eligible for a tax credit allowed Subchapter S corporation, the taxpayer's identification number
under this part, each taxpayer shall be eligible to receive the of each shareholder.
(6) No later than 60 days following the close of each fiscal
tax credit in proportion to its respective share of the costs paid
or incurred.
year within which the credit under this section is available,
(h) Unless otherwise provided, in the case of an S provide to the Legislature a report with respect to that fiscal year
corporation, any credit allowed by this part shall be computed that includes all of the following:
at the S corporation level, and any limitation on the expenses
(A) The number of tax credit certificates requested and issued.
qualifying for the. credit or limitation upon the amount of the
(B) The types of businesses receiving the tax credit certificates.
credit shall be applied to the S corporation and to each
(e) To be eligible for the tax credit, the taxpayer shall do all of
shareholder.
the following:
(i) (1) With respect to any taxpayer that directly or
(1) As part of the taxpayer's request for a tax credit, provide
indirectly owns an interest in a business entity that is the State Air Resources Board with documents, as deemed
disregarded for tax purposes pursuant to Section 23038 and necessary by the State Air Resources Board, verifying that the
any regulations thereunder, the amount of any credit or credit requirements of this section and Part 10 (commencing with
carryforward allowable for any income year attributable to the Section 44475.1) of Division 26 of the Health and Safety Code
disregarded business entity shall be limited in accordance with have been met.
paragraphs (2) and (3).
(2) Retain a copy of the tax credit certificate issued by the
(2) The amount of any credit otherwise allowed under this State Air Resources Board as specified in subdivision (d).
part, including any credit carryover from prior years, that may
(3) Provide a copy of the tax credit certificate to the Franchise
be applied to reduce the taxpayer's "tax," as defined in Tax Board upon request.
subdivision (a), for the income year shall be limited to an
(4) Provide the State Air Resources Board with the taxpayer's
amount equal to the excess of the taxpayer's regular tax ~as identification ",umber; or, in the case of an organization taxed as
defined in Section 23455), determined by including income a partnership, the taxpayer identification numbers of all
attributable to the disregarded business entity that generated partners; or, in the case of a Subchapter S corporation, the
the credit or credit carryover, over the taxpayer's regular tax taxpayer's identification number of each shareholder.
(as defined in Section 23455), determined by excluding the
(5) If the taxpayer fails to comply with the requirements of
income attributable to that disregarded business entity. No this subdivision, no credit may be awarded to that taxpayer
credit shall be allowed if the taxpayer's regular tax (as defined until the taxpayer complies.
in Section 23455), determined by including the income
(f) Any credit allowed pursuant to this section shall be in lieu
attributable to the disregarded business entity is less than the of any other credit otherwise allowable pursuant to this part for
taxpayer's regular tax (as defined in Section 23455), the same purchase, retrofit, repower, or operational change that
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is the basis for the tax credit under this section. In addition, any
d-eduction for the same purchase, retrofit, repower, or
operational change that is the basis for the tax credit under this
section shall be reduced, on a pro rata basis, by the part of the
purchase, retrofit, repower, or operational change that was paid
for by the credit awarded pursuant to this section.
(g) Notwithstanding any other provision of law, any tax credit
awa·rded pursuant to this section may be used by any member of
the taxpayer's unitary group.
SEC. 7. Section 42314.6 is added to the Health and Safety
Code, to read:
42314.6. (a) Wildfires in California forests and wildlands
release substantial emissions into the air. These emissions
currently average almost 600,000 tons of pollutants annually.
These emissions adversely affect public health and
environmental quality. Emissions from wildfires not only
adversely affect air quality in areas where they occur but also
are transported to other air basins.
(b) A study of an air quality market-based incentive program
for prescribed burning projects is hereby authorized, and shall
be paid for by an allocation of funds by the State Air Resources
Board pursuant to Section 44475.14. The study shall consider
policies, regulations, or standards which could be incorporated
into air pollution control requirements that allow the sale,
purchase, trade, or substitution of emissions reduction credits
among sources of air pollution. As used in this section,
"emissions reduction credits" means surplus emissions
reductions that represent a net decrease in em,issions from the
level that otherwise would have been required by federal, state,
or local pollution control requirements.
(c) The State Air Resources Board and the affected districts
shall conduct the study to assess the feasibility of the program.
The study shall be completed by January 1, 2001, and shall
include the following:
(1) A methodology for establishing baselines for emissions
from wildfire and from prescribed burning projects.
(2) The assessment and development of a methodology for
calculating the emissions from prescribed burning projects to
reduce anticipated emissions expected to occur from wildfires
once the baselines are established.
(3) An assessment of emissions reduction techniques that can
be applied to prescribed burning projects, and a methodology for
calculating expected emissions reductions, including smoke
management techniques that have the greatest potential to limit
population exposure to smoke.
(d) The study shall consider the possibility of implementing
the program on lands owned by, or where fire is managed by, the
California Department of Forestry and Fire Protection,
California Department of Fish and Game, the United States
Forest Service, the United States Bureau of Land Management,
the National Park Service, and the United States Fish and
Wildlife Service.
(e) The study shall assume that the following requirements
will be met by eligible projects:
(1) The project complies with federal, state, and district air
pollution control requirements governing agricultural or
nonagricultural burning.
(2) The project will result in cost-effective emissions
reductions that satisfy federal and state market-based air
pollution control requirements.
(3) The project will result in a net emissions reduction or air
quality benefit when used to offset increased emissions from
other sources.
(4) The purpose of the project is not to improve forest health,
or to convert one ecosystem or habitat type to another ecosystem
or habitat type.
(5) The project will meet any additional requirements that, as
determined by the State Air Resources Board, will be necessary
for this program to meet applicable state and federal
requirements governing market-based incentive programs and
emissions trading, including the development of technical
110

calculation protocols and procedures that are specific to
quantifying the emissions reduction benefits from prescribed
burning projects. In estimating the potential emissions value of
the credit, the study shall apply modeling data and actual or
historic emissions data provided by the Department of Forestry
and Fire Protection and approved by the State Air Resources
Board.
(f) Because of the transportability of air pollutants generated
by wildfires, the study shall consider whether emissions
reduction credits for prescribed burning projects within any air
basin could be used for offsets, and at what ratio for
nonattainment' pollutants if within the same air basin, and at
what ratio if between adjacent air basins if the State Air
Resources Board determines that the upwind area contributes
measurably to downwind area emissions.
(g) This section does not authorize any transaction involving
emissions reduction credits, nor does it affect the application of
existing law authorizing credits for reduced open field burning.
SEC. 8. Article 4 (commencing with Section 4495) is added
to Chapter 7 of Part 2 of Division 4 of the Public Resources
Code, to read:
Article 4. Prescribed Burning Projects:
Air Pollution Reduction
4495. (a) All money recovered pursuant to Section 13009 of
the Health and Safety Code for fire suppression costs and
received in the fiscal year following the fiscal year in which the
costs were incurred or in a subsequent fiscal year, all money
recovered in the foreclosure of any lien for the abatement of fire
and other hazards and nuisances pursuant to Article 7
(commencing with Section 4170) of Chapter 1, and any other
money recovered, forfeited, or otherwise obtained pursuant to
statute or any legal action to offset costs incurred in fire
suppression shall be expended by the department to implement
the prescribed burning elements of the Californj,a Fire Plan, as
adopted by the State Board of Forestry, that reduce air pollution
caused by wildland fires, forest fires, uncontrolled fires, and
other wildfires. This subdivision does not apply to any money
paid or credited to the department by another public agency in
connection with the suppression of fire or the ·discharge of the
department's responsibilities for fire prevention and fire hazard
abatement.
(b) All money described in subdivision (a) shall be deposited
in the Prefire Management Account, which is hereby created in
the General Fund. Notwithstanding Section 13340 of the
Government Code, all money in the account is hereby
appropriated to the department without regard to fiscal years
for expenditure for the purposes of this section.
(c) The department shall give preference to community
conservation corps, as defined in Section 14507.5, in
undertaking work financed pursuant to this section.
(d) Funds appropriated pursuant to this section shall be
supplemental to other funds appropriated by the Legislature or
obtained from other sources to implement the California Fire
Plan, and may not displace those funds.
(e) Funds expended pursuant to this section may be spent only
on the implementation of prescribed burns that are designed to
reduce the generation of air pollution resulting from wildfires.
SEC. 9. Section 41202 of the Education Code is amended to
read:
41202. The words and phrases set forth in subdivision (b) of
Sehion 8 of Article XVI of the Constitution of the State of
California shall have the following meanings:
(a) "Moneys to be applied by the State," as used in
subdivision (b) of Section 8 of Article XVI of the California
Constitution, means appropriations from the General Fund
that are made for allocation to school districts, as defined, or
community college districts. An appropriation that is withheld,
impounded, or made without provisions for its allocation to
school districts or community college districts, shall not be
considered to be "moneys to be applied by the State."
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(b) "General Fund revenues which may be appropriated college districts from General Fund proceeds of taxes
pursuant to Article XIII B," as used in paragraph (1) of . appropriated pursuant to Article XIII B," as used in paragraph
subdivision (b) of Section 8 of Article XVI, means General Fund (2) or (3) of subdivision (b) of Section 8 of Article XVI of the
revenues that are the proceeds of taxes as defined by California Constitution, means the sum of appropriations made
subdivision (c) of Section 8 of Article XIII B of the California that are for allocation to school districts, as defined in Section
Constitution, including, for the 1986-87 fiscal year only, any 41302.5, and community college districts, regardless of whether
revenues that are determined to be in excess of the those appropriations were made from the General Fund to the
appropriations limit established pursuant to Article XIII B for Controller, to the Superintendent of Public Instruction, to the
the fiscal year in which they are received. General Fund Chancellor of the California Community Colleges, or to any
revenues for a fiscal year to which paragraph (1) of subdivision other fund or state agency for the pUrPose of allocation to school
(b) is being applied shall include, in that computation, only districts and community college districts. The full amount of
General Fund revenues for that fiscal year that are the any appropriation shall be included in the calculation of the
proceeds of taxes, as defined in subdivision (c) of Section 8 of percentage required by paragraph (2) or (3) of subdivision (b) of
Article XIII B of the California Constitution, and shall not Section 8 of Article XVI, without regard to any unexpended
include prior fiscal year revenues. Commencing with the balance of any appropriation. Any reappropriation of funds
1995-96 fiscal year, and each fiscal year thereafter, "General appropriated in any prior year shall not be included in the sum
Fund revenues that are the proceeds of taxes," as defined in of appropriations.
subdivision (c) of Section 8 of Article XIII B of the California
tB
Constitution, includes any portion of the proceeds of taxes
(g) "General Fund revenues appropriated for school districts
received from the state sales tax that are transferred to the and community college districts, respectively" and "moneys to
counties pursuant to, and only if, legislation is enacted during be applied by the state for the support of school districts and
the 1995-96 fiscal year the purpose of which is to realign community college districts," as used in Section 8 of Article XVI
children's programs. The amount of the proceeds of taxes shall of the California Constitution, shall include funds appropriated
be computed for any fiscal year in a manner consistent with the for the Child Care and Development Services Act pursuant to
manner in which the amount of the proceeds of taxes was Chapter 2 (commencing with Section 8200) of Part 6 and shall
computed by the Department of Finance for purposes of the not include any of the following:
Governor's Budget for the Budget Act of 1986.
(1) Any appropriation that is not made for allocation to a
(c) "General Fund revenues which may be appropriated
school district, as defined in Section 41302.5, or to a community
pursuant to Article XIII B," as used in paragraph (1) of college district regardless of whether the appropriation is made
subdivision (b) of Section 8 of Article XVI, includes tax credits for any purpose that may be considered to be for the benefit to a
approved pursuant to the California Air Quality Improvement school district, as defined in Section 41302.5, or a community
Program, as set forth in Part 10 (commencing with Section college district. This paragraph shall not be construed to
44475.1) of Division 26 of the Health and Safety Code, and in exclude any funding appropriated for the Child Care and
calculating moneys to be applied by the state for the support of Development Services Act pursuant to Chapter 2 (commencing
school districts and community college districts. with Section 8200) of Part 6.
Notwithstanding any other provision of law, those tax credits
(2) Any appropriation made to the Teachers' Retirement
shall be added to General Fund revenues otherwise considered Fund or to the Public Employees' Retirement Fund except those
in making these calculations as required by Section 8.
appropriations for reimbursable state mandates imposed on or
(d) "General Fund revenues appropriated for school
before January 1, 1988.
districts," as used in paragraph (1) of subdivision (b) of Section
(3) Any appropriation made to service any public debt
8 of Article XVI of the California Constitution, means the sum approved by the voters of this state.
of appropriations made that are for allocation to school
fg)
(h) "Allocated local proceeds of taxes," as used in paragraph
districts, as defined in Section 41302.5, regardless of whether
those appropriations were made from the General Fund to the (2) or (3) of subdivision (b) of Section 8 of Article XVI of the
Superintendent of Public Instruction, to the Controller, or to California Constitution, means, for school districts as defined,
any other fund or state agency for the purpose of allocation to those local revenues, except revenues identified pursuant to
school districts. The full amoullt of any appropriation shall be paragraph (5) of subdivision (h) of Section 42238, that are used
included in the calculation of the percentage required by to offset state aid for school districts in calculations performed
paragraph (1) of subdivision (b) of Section 8 of Article XVI, . pursuant to Sections 2558, 42238, and Chapter 7.2
without regard to any unexpended balance of any (commencing with Section 56836) of Part 30.
appropriation. Any reappropriation of funds appropriated in
fft1
any prior year shall not be included in the sum of
(i) "Allocated local proceeds of taxes," as used in, paragraph
appropriations.
(2) or (3) of subdivision (b) of Section 8 of Article XVI of the
California Constitution, means, for community college districts,
fti1
(e) "General Fund revenues appropriated for community
those local revenues that are used to offset state aid for
college districts," as used in paragraph (1) of subdivision (b) of community college districts in calculations performed pursuant
Section 8 of Article XVI of the California Constitution, means to Section 84700. In no event shall the revenues or receipts
one sum of appropriations made that are for allocation to derived from student fees be considered "allocated local
community college districts, regardless of whether those proceeds of taxes."
appropriations were made from the General Fund to the
ill
Controller, to the Chancellor of the California Community
(j) For the purposes of calculating the 4 percent entitlement
Colleges, or to any other fund or state agency for the pUrPose of pursuant to subdivision (a) of Section 8.5 of Article XVI of the
allocation to community college districts. The full amount of California Constitution, "the total amount required pursuant to
any appropriation shall be included in the calculation of the Section 8(b)" shall mean the General Fund aid required for
percentage required by paragraph (1) of subdivision (b) of schools pursuant to subdivision (b) of Section 8 of Article XVI of
Section 8 of Article XVI, without regard to any unexpended the California Constitution, and shall not include allocated
balance of any appropriation. Any reappropriation of funds local proceeds of taxes.
appropriated in any prior year shall not be included in the sum
(k) The Legislature may not amend subdivision (c) except to
of appropriations.
better achieve the intent of that subdivision, which is to assure
W'
that the initiative measure that added that subdivision does not
(f) "Total allocations to school districts and community diminish funding for school districts and community college

G98

111

Text of Proposed Laws-Continued
districts to a funding level below that required absent the tax
credits authorized by that measure.
SEC. 10. Section 41204.2 is added to the Education Code,
to read:
41204.2. Notwithstanding any other provision of law, for the
purposes of applying paragraph (2) of subdivision (b) of Section
8 of Article XVI of the California Constitution, in the first fiscal
year following approval of tax credits pursuant to the California
Air Quality Improvement Program authorized by Part 10
(commencing with Section 44475.1) of Division 26 of the Health
and Safety Code, and for each fiscal year thereafter, the Director
of Finance shall adjust the amount required to ensure that
allocations to school districts and community college districts,
respectively, are not less than those allocations in the prior fiscal
year, to reflect revenue derived from approval of tax credits in
that fiscal year pursuant to Part 10 (commencing with Section
44475.1) of Division 26 of the Health and Safety Code, and to
ensure that the proportional net fiscal effect reflects the
allocation of such revenue to school districts and community
college districts consistent with the manner in which the amount
of the proceeds of taxes was computed by the Department of
Finance for purposes of the Governor's Budget in the
immediately preceding fiscal year.
The Legislature may amend this section to better achieve its
intent, which is to assure that the initiative measure that
enacted this section does not diminish funding for school
districts and community college districts to a funding level
below that required absent the tax credits authorized by that
measure.
SEC. 11. Section 29531 of the Government Code is
amended to read:
29531. (a) The board of supervisors shall continuously
appropriate the money in stteh the local transportation fund for
expenditure for the purposes specified in this article directly'
related to administration of the fund and the fund's revenue and
the transportation and associated fund administration purposes
specified in Chapter 4 (commencing with Section 99200) of Part
11 of Division 10 of the Public Utilities Code.
(b) The local transportation fund is a trust fund. Once the
local transportation fund is created, it may not be abolished.
The terms of the contract entered into pursuant to Section 29530
may not be modified in a manner inconsistent with the purposes
and requirements of this section. Money in the fund or
designated for transfer to the fund pursuant to Section 29530

may be allocated only to mass transportation, pedestrian and
bicycle facilities, streets and roads, transportation planning,
and fund administration purposes, as required by this article
and by Chapter 4 (commencing with Section 99200) of Part 11 of
Division 10 of the Public Utilities Code. Neither the county nor
the Legislature may divert any moneys in the fund from these
purposes to another purpose.
SEC. 12. (a) Prior to January 1, 2011, the Legislature may
amend Sections 17039 and 23036 of the Revenue and Taxation
Code if the amendments do not delete or alter the tax credits
authorized by Sections 17052 and 23630 of the Revenue and
Taxation Code. Prior to January 1, 2011, except where
specifically authorized pursuant to this act, the Legislature
may make no other amendments to this act and may not repeal
or supersede any provision of this act.
(b) On and after January 1, 2011, the Legislature may
amend or repeal any provision of this act if the amendments do
not reduce or impair the ability of taxpayers to fully utilize tax
credits after January 1, 2011, if the tax credits were awarded
prior to January 1, 2011, and the taxpayers are eligible to use
the carryover provisions of the Revenue and Taxation Code or
use the tax credits pursuant to long-term contracts that meet
the requirements of Section 44475.10 ofthe Health and Safety
Code . .
SEC. 13. It is the intent of the People of California in
enacting this act that the operation of this act not reduce
funding for school districts or community college districts.
SEC. 14. This act shall be liberally construed to further its
purposes, especially with respect to being allowed to take'effect.
SEC. 15. (a) This act shall take effect notwithstanding any
other provision oflaw.
(b) It is the express intent of the People of California that
this act shall take effect and become operative at 12:01 a.m. on
November 4,1998.
SEC. 16. If any provision of this act or the application
thereof is held invalid, that invalidity does not affect other
provisions or applications of the act that can be given effect
without the invalid provision or application, and to this end the
provisions of this act are severable.
SEC. 17. It is the intent of the People of California in
enacting this act that it be carried out in the most expeditious
manner possible, and that all state and local officials
implement this act to the fullest extent of their authority.

Proposition 8: Text of Proposed Law
This initiative measure is submitted to the people in
accordance with the provisions of Article II, Section 8 of the
California Constitution.
This initiative measure amends, repeals, and adds sections to
the Education Code; therefore, existing provisions proposed to
be deleted are printed in stl'ike6ttt type and new provisions
proposed to be added are printed in italic type to indicate that
they are new.
PROPOSED LAW

SECTION 1. This act shall be known, and may be cited, as
the Permanent Class Size Reduction and Educational
Opportunities Act of 1998.
SEC. 2. (a) The people of the State of California find and
declare all of the following:
(1) High expectations for the academic achievement of all
children in California are essential elements of the public
school system.
(2) Small class sizes, well-trained teachers, a safe learning
environment, and parent participation in the public schools are
essential components of an educational system that achieves
our high expectations for all children.
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. (3) Information on the quality of education in each public
school is essential to identify low-performing schools that are
not providing our children with the opportunity to achieve our
high expectations.
(b) In enacting the Permanent Class Size Reduction and
Educational Opportunities Act of 1998, it is the intent of the
people of the State of California to accomplish all of the
following:
(1) To give parents a significant role in improving the
educational program at the schools attended by their children.
(2) To ensure that persons licensed to teach in California
possess essential subject-matter knowledge.
(3) To enable school principals to identify, assist, and, if
necessary, remove from their schools, teachers who are not
contributing to pupil achievement.
(4) To provide a safe learning environment that fosters
learning by keeping mind-altering illegal drugs out of the
hands of school children.
(5) To provide a funding guarantee for class size reduction for
kindergarten and grades 1 to 3, inclusive.
(6) To provide information to parents, the general public, and
elected officials on the performance of individual public schools

G98

